CON APPLICATION
for 46 ALF Beds

Brookdale Living Communities of Missouri — CC, LLC
and
K G Missouri - CC Owner, LLC

Project #4463RS

Submitted to Missouri Health Facilities Review Committee

December 24, 2009



Certificate of Need Program

NEW OR ADDITIONAL LONG TERM CARE BED APPLICATION*

Applicant’'s Completeness Checklist and Table of Contents

Project Name  The Halimark at Creve Coeur No. #4463 RS

Project Description  Current IL retirement community to convert 40 existing units (21,862} into 46 ALF beds.

Done Page N/A Description of CON Rulebook Contents

Divider I. Application Summary:
@ _/ [ 1. Applicant Identification and Certification (Form MO 580-1861).

o
1
3
=

. Provide 2015 population projections for the 15-mile radius service area.

. Identify specific community problems or unimet needs the proposal would address.

. Provide historical utilization for each of the past three years and utilization
projections through the first three years of operation of the new LTC beds.

. Provide the methods and assumptions used to project utilization.

([}13. Document that consumer needs and preferences have been included in planning this

4 -2 _ [ 2. Representative Registration (Form MO 580-1869).
Wi E [1 3. Proposed Project Budget (Form MO 580-1863) and detail sheet.
Divider I1. Proposal Description:
7] 54 1 1. Provide a complete detailed project description.
%] 19 {1 2. Provide a legible city or county map showing the exact location of the proposed facility.
Vi Q) 1 3. Provide a site plan for the proposed project.
A _& 1 4. Provide preliminary schematic drawings for the proposed project.
W At 1 ] 5. Provide evidence that architectural plans have been submitted to the DHSS.
| i [ 6. Provide the proposed gross square footage.
W {2-44 [d 7. Document ownership of the project site, or provide an option to purchase.
¥ _5__0___ [ 8. Define the community to be served.
v a9
A4
|

v s
U oL
] -

P project and describe how consumers had an opportunity to provide input.
1 -0 [(114. Provide copies of any petitions, letters of support or opposition received.

Divider III. Service Specific Criteria and Standards:

1 —— 1 1. For ICF/SNF beds, address the population-based bed need methodology of fifty-three
(53) beds per one thousand (1,000) population age sixty-five {65) and older.

M‘)’ [l 2. For RCF/ALF beds, address the population-based bed need methodology of
sixteen (16) beds per one thousand (1,000} population age sixty-five (65) and older.

4] _@}_ [ 3. Document any alternate need methodology used to determine the need for additional
beds such as LTCH, Alzheimer’s, mental health or other specialty beds.

1 ——_ ¥] 4 For any proposed facility which is designed and operated exclusively for persons with
acquired human immunodeficiency syndrome (AIDS) provide information to justify the
need for the type of beds being proposed.

Diyider IV. Financial Feasibility Review Criteria & Standards:

1] 1. Document that the proposed costs per square foot are reasonable when compared to
the latest "RS Means Construction Cost data”.

4| Q_?__LSO O 2. Document that sufficient financing is available by providing a letter from a financial
institution or an auditors statement indicating that sufficient funds are available.

Y] -_Iﬂ (] 3. Provide Service-Specific Revenues and Expenses (Form MO 580-1865) projected
through three (3) years beyond project completion.

@ 152 [ 4 Document how patient charges were derived.

A1 152 [ 5. Document responsiveness to the needs of the medically indigent.

* Use for RCF/ALF, ICF/SNF and LTCH beds

MO 580-2502 (07./05)



DIVIDER I — 1. Application Identification and
Certification Form MO 580-1861



Certificate of Need Program

APPLICANT IDENTIFICATION AND CERTIFICATION

(mutst match the Letter of Intent for this project. without exception]

1. Project Location (atach addtional pages as necessary o identtfy muhtiple project sttes.)

J T Ti8e o Proposed Profect 1 PeetMambar
The Hallmark at Creve Coer #4463 RS
Progect Address (Street/City/State /Ztp Code) Counly
QOne New Ballas Place, Creve Coeur, MO 63146 Saint Louis

2. Ap_glicant Identification aormation must agree with prevously submitted Letter of Intenty

List All Ownex{s}: st corporate enttiy) Address (Street/City/State/Zip Code) Telephone Number
KG Missouri-CC Owner, 111 Westwood Place, Svite 200 Brentwood, TN 37027 615-221-2250
11C -

List All Operator(s): Lorus2b, | Address (Street/Cliy/State/Zip Code) Telephone Number
Brookdale Living 111 Westwood Place, Suite 200, Brentwood, TN 37027 615-221-2250
Communities

of Missouri - CC, LLC

3. Ownership (Checkappiicatie category?

L] Nonprofit Corporation [] mdwiavar [ oy [) District
D Partnership D Corporation D County E] Other: limited Hiability
4. Certification:

In submitting this project application, the applicant understands that:

(A} The review will be made as to the community nieed for the proposed beds or equipment in this
application;

(B) In determining community need, the Missouri Health Facilities Review Comunitiee (Committee)
will consider alt similar beds or equipment within;

{C) The issuance of a Certificate of Need (CON) by the Committee depends on conformance with its
Ruies and CON statute;

(D) A CON shall be subject to forfeiture for fatture to incur an expenditure on any approved
project six {6] months after the date of issuance, unless obligated or extended by the Committee
for an additional six (6) months;

{E) Notification will be provided to the CON Program staff if and when the project is abandoned; and

(F} A CON, if issued, may not be transferred, relocated, or modtfied except with the consent of the
Committee,

We certify the information and data in this application as accurate to the best of our knowledge
and belief by our representaiive’s signature below:

5. Authorized Contact Person auach o Contact Person Comection Form f different from the Letter of Intent)

Namre of Contact Persony Title
Richard D, Watters Aftorney at Law
Telephone Number Fax Humber E-matl Address
3144368350 "2 314-621-6844 B | rdwatters@lashlybaer.com

g

| mf%?;/@?

o sen-deal (11708)




DIVIDER I - 2. Representative Registration
Form MO 580-1869



Certificate of Need Program,

REPRESENTATIVE REGISTRATION

{A registration form must be completed for each project represented)

Project Name Number
The Hallmark at Creve Coeur #4463
{Flease type or print legibly)
Name of Representative Title
Richard D. Watters Attomey at Law
- Ttem/ Corporatdon/Assoclation. of Represantative imay-be diffevent from. bajaw, e:g., law-firm, consultart, sther). }- Telephone Namber.

Lashly & Baer, P.C.

314-436-8350

Address [Street/City/State/Zip Code)
714 Locust Street, St. Lonis, MO 63101

Who's interests are being represented?
{if more than one, submit a scparate Representative Registration Form for each,)

Name of Indivichaal/Agency/Corporation/Orgardzation belng Represented Telephone Number
Brookdale Living Communitics of Missouri - CC, LLC d/b/a The Hallmark at Creve Coeur 615-221-2250

- Address (Street/City/Seate/Elp Code)
111 Westwood Place, Suite 200, Brentwood, TN 37027

Check one. Do you: Relationship to Project:
IZ] Support [] Wone
[:] Employee
[} Oppose [¢/] Legal Counsel
[ ] Neutral [[] Consultant
] Lobbyist
Other information: . Other {explain):

I attest that to the best of my belief and knowledge the testimony and information presented by me
Is truthful, represents factual information, and ts in compliance with §197.326.1 RSMuv which says:
Any person who is paid either as part of his normal employment or as a lobbyist to support or oppose
any project before the health facilides review committee shall register as a lobbyist pursuant to
chapter 105 RSMo, and shall also register with the staff of the health facilities review committee for
every project in which such person has an interest and indicate whether such person supports or
opposes the named projeci. The registration shall also include the names and addresses of any
person, firm, corporation or assoclation that the person registering represents in relation to the

named project. Any person violating the provisions of this subsection shall be subject to the

penailties s ed in §105.478, RSMo.

Ofiginalfs: :um { Date} > //d/ /0 6
MO 580-1868 (11-01) , t 1 4



DIVIDER I - 3. Proposed Project Budget
Form MO 580-1863



Certificate of Need Program

PROPOSED PROJECT BUDGET

Description Dollars
COSTS:*
1. New Construction Costs *** - 50
2. Renovation Costs *** 432,945
3. Subtotal Construction Costs (#1 plus #2) $432,945
4. Architectural/Engineering Fees $38,500
5. Other Equipment {not in construction contract) 128179
6. Major Medical Equipment 9
7. Land Acquisition Costs *** 0
8. Consultants’ Fees/Legal Fees *** __ 100,000
9. Interest During Construction (net of interest earned) *** N 0
10. Other Costs **** (Existing Building and Land) 4,448,502

11. Subtotal Non-Construction Costs (sum of #4 through #10) $4,715,181

12. Total Project Development Costs (#3 plus #11) $5,148,126 s
L]

FINANCING:

13. Unrestricted Funds $699,624

14. Bonds 0

15. Loans 0

16. Other Methods (specify) (Existing Building and Land) 4,448,502

17, Total Project Financing (sum of #13 through #16) $35,148,126
I

18. New Construction Total Square Footage 0

19, New Construction Costs Per Square Foot ***** I U

20. Renovated Space Total Square Footage 52,130

21. Renovated Space Costs Per Square Foot **#*** 831

* Attach additional page(s} to provide details of how each line item was determined,
including all methods and assumptions used.

** These amounts should be the same.
*** Capitalizable items to be recognized as capital expenditures after project completion.

*+++ Include as Other Costs the following: other costs of financing; the value of existing lands, buildings and
equipment not previously used for health care services, such as a renovated house converted to residential
care, determined by original cost, fair market value, or appraised value; or the fair market value of any
leased equipment or building, or the cost of beds to be purchased.

***** Divide new construction costs by total new construction square footage.

++x+2x Divide renovation costs by total renovation square footage.

MO 580-1863 {01-02)

.3




Divider I3

Line 2 — Renovation cost were based on architects and engineers estimates.
Line 4 — Architect — Engineering fees based on architects and engineers estimates

Line 5 — Includes signage, emergency call system, furniture and equipment based on
applicant’s experience

Line 8 — Consultant Fees (Estimate)

Line 10 — Other Costs {Existing Building and Land) — FMV of existing building and land
derived from real estate tax assessment prorated based on square footage of project



DIVIDER II — 1. Project Description



State of Missouri

CON Application

Brookdale Senior Living

The Hallmark of Creve Coeur

Divider-1I Proposal Description:
1. Provide a complete detailed project description.

The Hallmark Creve Coeur (“The Hallmark™) is a 6-story, 218 unit Independent
Living Retirement Community that is now 7 % years old. It is owned by KG
Missouri-CC Owner, LLC and operated by Brookdale Living Communities of
Missouri-CC, LLC, both wholly owned subsidiaries of Brookdale Senior Living Inc.,
one of the largest senior housing companies in the country. Brookdale Senior Living
operates all of its communities under the mission of Enriching the lives of those we
service with compassion, respect, excellence and integrity.

Recently the State of Missouri has required The Hallmark to discharge several
residents who required Assisted Living care. The purpose of this project is to license
enough beds at Hallmark to enable Hallmark to provide continuing care of it’s
existing independent living residents.

The 1% floor of The Hallmark has 40-units including the 29-unlicensed Supportive
Living units on the south wing and 11-units on the north wing of the building. The
Hallmark proposes to convert these 40 units into 46 ALF beds to enable The
Hallmark to continue to serve their residents as their need for assistance grows

The Hallmark’s physical building allows a unique opportunity to promote a
community atmosphere that includes both independent living and assisted living
residents. In other senior living communities, there is a physical and even a
psychological separation between the two areas of care. Sometimes the separation is
simply “double doors™ and other times it is different buildings altogether that keep
independent living and assisted living residents apart. The Hallmark’s community
atmosphere allows all residents to retain their friendships as well as their dignity
should they need assisted living care. Although assisted living apartments would be
located on the first floor, all residents could use the amenities located there
(convenience store, beauty shop, doctor’s office, exercise room, etc.)

The 1* floor of the building proposed as Assisted Living is complete with the
following features and amenities for the convenience of the residents:

private dining room,
living room area,
activity room,
general store,
therapy clinic,



outside deck/patio with a view of the lake,

gathering area called the Piazza provides a place to gather, relax and socialize,
beauty salon,

health center,

activities manager’s office ensuring the highest level of stimulation for
residents,

s bank.

In addition to functionality, all features and amenities offer a high quality homelike
environment that would enhance the quality of life that residents deserve as they
continue to age in place.

Past residents of The Hallmark have had to leave their units due to their need for
assisted living services. Adding 46 Assisted Living beds would allow residents to
continue to age in place and allow them to remain at The Hallmark.

The Hallmark expects to be able to fill the 46 beds with it’s own residents as they
continue to age in place and prevent residents from experiencing the trauma of
moving out of their home when they need assisted living services.

Assisted Living would give “peace of mind” to prospects and residents because when
they choose The Hallmark’s independent living apartments, they know that they will
have assisted living care available to them if and when it’s needed. It is a difficuit
move for most seniors to leave the house that they love and where they raised their
family, When they make a decision to come to an independent living community,
they want to know that they can remain there and not have to move again the first
time they are sick.

Assisted living at the Hallmark would also allow current residents to access financial
assistance through their individual long term care insurance policies. In the past,
residents have had to move out because they couldn’t access the benefits provided
them through their LTC policies. In the past, when economic times were better,
Hallmark residents bypassed their policies so they could stay at The Hallmark which
they and their families considered home,

Current residents who age in place could move to the Assisted Living area at The
Hallmark, if needed, and would not have to leave the community and the friendships
that they have developed with other residents. This flow between the two levels of
care represents a significant social and emotional benefit to the residents and to The
Hallmark staff who together build relationships which promotes a wonderful quality
of life.



DIVIDER II - 2. County Maps



YELLOWPAGES.COM

MAP RESULTS
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new ballas place Creve Coeur, MO
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Disciaimer: These maps and directions are informational only. No representation is made or warranty given as to their content, road conditions or route
usability or expeditiousness. User assumes all risk of use. YELLOWPAGES.COM and its suppliers assume no responsibility for any loss or delay resuiting
from such use.
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usability or expeditiousness, User assumes ali risk of use. YELLOWPAGES.COM and its suppliers assume no responsibility for any loss or delay resulting
from: such use.
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DIVIDER II - 3. Site Plan
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DIVIDER II — 4. Preliminary Schematic Drawings
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DIVIDER II - 5. Evidence that Architectural Plans
have been submitted to DHSS



December 23, 2009

VIA FEDERAL EXPRESS

Missouri Department of Health and Senior Services
3418 Knipp Drive, Suite F

Jefferson City, MO 65109

Attn: Long Term Care Licensing

RE: The Hallmark at Creve Coeur

To Whom It May Concern:

Pursuant to the CON application requirements, please find enclosed the architectural plans
for The Hallmark of Creve Coeur (“The Hallmark™) located at One New Ballas Place,
Creve Coeur, MO 63146. The Hallmark is currently an Independent Living Retirement
Community. We would like to convert 40 units into 46 ALF beds. Our Development team
is working closely with Dave Worthington with PGAV Architects. His contact information
is as follows:

Dave Worthington
PGAVARCHITECTS
1900 W. 47th Place Suite 100
Westwood, KS 66205
p: 913.362.6500
f: 913.362.6504

WWW.pgav.com

Thank you for your assistance with this matter. Please do not hesitate to contact me if you
have any questions or if you need any additional information.

Thank you,

Lynette Kelecich
Paralegal/Regulatory Specialist

Brookdale Senior Living Inc. - 330 North Wabash Avenue, Suite 1400 - Chicago, Hlinois 60611
Telephone 312:977-3700 - Fax 312-977-3701
www.brookdaleliving.com

(3
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Page 1 of 1

From:  OriginID: GYYA (312) 877-3702 Ship Date: 22DECOS

Lynetta Kelecich Fedsxs, ActWgt 0518

Brookdale Senior Living Ereess | GAD; 100340268/INETS000

330 North Wabash Avs Acooupidl; § P

Suite 1400 Delivery Address Bar Code

Chicage, IL 60611 f
=1 | RNIFAAAI G TEMRRCIANR

SHIPTO:  (312) 8773702 _ BILL SENDER Ref# Notes

Long Term Care Licensing Invoice # 500-

MO Dept of Health and Senior Svc Poptit 1o

3418 KNIPP DR STEF

JEFFERSON CITY, MO 65109

TUE - 29DEC AA
798251434118  EXPRESS SAVER

65108

SH JEFA STL

L

1. Use the "Print’ button on this page to print your label fo your laser or inkiet printer.
2. Fold the prinfed page along the horizonta! line.

3. Place Iabel in shipping pouch and affix it to your shipment so that the barcode portion of the label can be read and scanned.

Warning: Use only the printed eriginat labsl for shipping. Using a photocopy of this labe for shipping purposes is fraudulent and could
resul in additional billing charges, along with the cancellation of your FedEx account number.

Use of this system constilutes your agreement to tha service conditions in the current FedEx Service Guide, available on fedex.com.FediEx will not be
responstble for any claim in excess of $100 per package, whether the resutt of loss, damagse, delay, non-defivery,misdelivery.or misinformation, unless
you declare a higher value, pay an additional charge, document your aciua! loss and file a timely claim.Limitaliohs found In the cumrent FedEx Service
Guide apply: Your right to recover from FedEx for any loss, incliding infrinsic valieof the package, loss of sales, income Interest, profif, atiomey's fees,
costs, and other forms of damage whether direct, incldental.consequential, or special is limited to the greater of $100 or the authorized declared value.
Recovery cannot exteed aciuat documented loss.Maximum for ems of extraoedinary value Is $500, e.g. ewelry, preclous metals, negotiable
instruments and other ftems listed In our ServiceGuide. Written claims must be filed within strict tme limils, see current FedEx Service Guide,

https:/fwww.fedex.com/shipping/html/en/PrintIFrame.html 12/23/2009

s



DIVIDER II - 6. Proposed Gross Square Footage



HalHmark Creve Coeur

Proposed Gross Square Footage of Assisted Living Project:

52,130



DIVIDER II - 7. Documentation of ownership of
projected site.



gt

Title of Document:

Date of Document:

*Borrower/grantor:

*Lender/grantee:

Grantee(s) Mailing Address:

Address and Legal Description:

Reference Book and Page(s)

Deed of Trust, Security Agreement and Assignment of
Rents

March}g, 2005

KG MISSOURI-CC OWNER, LLC, a Delaware limited
liability company

- Guaranty Bank, a federal savings bank (as agent for

certain Lenders) and the Lenders
8333 Douglas Avenue, Suite 1100, Dallas, Texas 75201

Omne New Ballas Place, Creve Coeur, MO 63146
See Exhibit A attached hereto for legal description

not applicable

*FOR INDEXING PURPOSES ONLY

033544 000456 DALLAS 1859563_5.doc
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Creve Coeur Facility

THIS INSTRUMENT SECURES, AMONG OTHER THINGS, FUTURE ADVANCES AND
FUTURE OBLIGATIONS PURSUANT TO, AND IS TO BE GOVERNED BY THE
PROVISIONS OF, SECTION 443.055 OF THE REVISED STATUTES OF MISSOURL THE
TOTAL PRINCIPAL AMOUNT OF THE FUTURE ADVANCES AND FUTURE
OBLIGATIONS THAT MAY BE SECURED HEREBY IS $364,000,000.

DEED OF TRUST, SECURITY AGREEMENT AND ASSIGNMENT OF RENTS

This DEED OF TRUST, SECURITY AGREEMENT AND ASSIGNMENT OF RENTS
(as the same may be supplemented, modified, amended restated from time to time, this
“Security Instrument) is executed effective as of the day of March, 2005, by KG
MISSOURI-CC OWNER, LLC, @ Delaware limited liability company (“Borrower”), whose
mailing address is c¢/o Brookdale Living Communities, Inc. 330 North Wabash Avenue, Suite
1400 Chicago, lllinois 60611, for the benefit of GUARANTY BANK, a federal savings bank
(“Agent”), whose mailing address is 8333 Douglas Avenug, Suite 1100, Dallas, Texas 75225,
Attn: Senior Housing Lending Division, as Agent for the Lenders under the Loan Agreement
(as defined below) and the Lenders whose mailing addresses are GUARANTY BANK, a federal
savings bank, 8333 Douglas Avenue, Suite 1100, Dallas, Texas 75225, Attn; Senior Housing
Lending Division, GMAC COMMERCIAL MORTGAGE CORPORATION, 200 Witmer Road,
Horsham, PA 19044, and GMAC COMMERCIAL MORTGAGE BANK, 6955 Union Bank
Center, Suite 336, Midvale, Utah 84047. This Security Instrument (a) is executed and delivered
under that certain Loan Agreement of even date herewith among Borrower, Agent, and the
Lenders (berein so called) referred to therein (as the same from time to time may be
supplemented, modified, amended or restated, herein called the “Loan Agreement”) which
provides for a loan from Lenders to Borrower and certain other borrowers referred to therein (the
“Other Borrowers”) in the aggregate amount of ONE HUNDRED EIGHTY-TWO MILLION
AND NO/100 DOLLARS ($182,000,000.00), subject fo the terms and conditions set forth
therein, and (b) is one of the “Security Instruments” as defined therein. Reference is made to the
Loan Agreement for the meanings assigned to capitalized terms used and not defined herein. For
and in consideration of the sum of Ten Dollars ($10.00) to Borrower in hand paid by FORD R.
NELSON, JR., Trustes, of Jackson County, Missouri (“Trustee”), whose address is 2345 Grand
Blvd., Suite 2000, Kansas City, Missouri, 64108, for the benefit of Agent and the Lenders, in
order to secure the payment of the indebtedness hereinafter referred to and the performance of
the obligations, covenants, agreements and undertakings of Borrower hereinafter described,
Borrower does hereby GRANT, BARGAIN AND SELL, CONVEY, CONFIRM AND
WARRANT, IN TRUST WITH POWER OF SALE to the Trustee the real estate situated in the
County of St. Louis and State of Missouri described in Exhibit A attached hereto and made a part
hereof (the “Land”), together with (i) all the buildings and other improvements now on or
hereafter located thereon; (ii) all materials, equipment, fixtures or other property whatsoever now
or hereafter attached or affixed to or installed in said buildings and other improvements,
including, but not limited to, all heating, plumbing, lighting; water heating, cooking, laundry,
refrigerating, incinerating, ventilating and air conditioning equipment, disposals, dishwashers,

033544 000456 DALLAS 1859563_5.doc 2
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refrigerators and ranges, recreational equipment and apparatus, utility lines and equipment
(whether owned individually or jointly with others), sprinkler systems, fire extinguishing
apparatus and equipment, water tanks, swimming pools, engines, machines, elevators, motors,
cabinets, shades, blinds, partitions, window screens, screen doors, storm windows, awnings,
drapes, and rugs and other floor coverings, and all fixtures, accessions and appurtenances
thereto, and all renewals or replacements of or substitutions for any of the foregoing, all of which
materials, equipment, fixtures and other property are hereby declared to be permanent fixtures
and accessions to the frechold and part of the realty conveyed herein as security for the
indebtedness herein mentioned; (iii) all easements and rights of way now and at any time
hereafter used in connection with any of the foregoing property or as a means of ingress to or
egress from said property or for utilities to said property; (iv) all interests of Borrower in and to
any streets, ways, alleys and/or strips of land adjoining said land or any part thereof; and (v) all
rights, estates, powers and privileges appurtenant or incident to the foregoing.

TO HAVE AND TO HOLD the foregoing property (the “Real Property”) unto the
Trustee and its successors or substitutes in this trust and to its successors and assigns, IN TRUST

for the benefit of Agent and Lenders, however, upon the terms, provisions and conditions herein
set forth.

In order to secure the payment of the indebtedness hereinafter refemred to and the
performance of the obligations, covenants, agreements and undertakings of Borrower hereinafter
described, Borrower hereby grants to Agent and the Lenders a security interest in all goods,
equipment, furnishings, fixtures, furniture, chattels and personal property of whatever nature
owned by Borrower now or hereafter located or used in and about the building or buildings or

‘other improvements now erected or hereafter to be erected on the Land, or otherwise located on

the Land, and all fixtures, accessions and appurtenances thereto, and all renewals or
replacements of or substitutions for any of the foregoing, all building materials and equipment
now or hereafter delivered to said premises and intended to be installed therein, all security
deposits (whether cash, one or more letters of credit, bonds or other form of security) and
advance rentals under Leases now or at any time hereafter coveting or affecting any of the
Property (as hereinafter defined) and held by or for the benefit of Borrower, all monetary
deposits which Borrower has been required to give to any public or private utility with respect to
utility services farnished to the Property, all rents and other amounts from and under Leases of
all or any part of the Property, all issues, profits and proceeds from all or any part of the
Property, all proceeds (including premium refunds) of each policy of insurance relating to the
Property, including, without limitation, any Net Proceeds Rent Loss Proceeds and any Additional
Funds, all proceeds from the taking of the Property or any part thereof or any interest therein or
right or estate appurtenant thereto by eminent domain or by purchase in lieu thereof, all amounts
deposited in the Tax and Insurance Escrow Account and Capital Improvement Account, if any,
all amounts deposited in Borrower's operating accounts, all contracts related to the Property, all
accounts arising from the operation of the Property, all rights to payment from state or federal
programs, boards, bureaus or agencies and rights to payment from residents, patients, private
insurers and others arising from the operation of the Property to the extent assignable or that a
security interest therein may be granted as a matter of applicable law and under the terms
thereof, all beds, linen, televisions, telephones, cash registers, computers, lamps, glassware,
rehabilitation equipment, restaurant and kitchen equipment, all inventories of food, beverage and
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other comestibles held by Borrower for sale or use at or from the Property, soap, paper supplies,
medical supplies, drugs and all other such goods, wares and merchandise held by Borrower for
sale to or for consumption by residents, puests or patients of the Property and all such other
goods returned to or repossessed by Borrower, all rights of Borrower arising from the operation
of the Property for the payment of goods sold or leased or for services rendered, all rent and
other payments of whatever nature from time to time payable pursuant to all present and future
leases, license agreements, service agreements, resident agreements and other occupancy or use
agreements now or hereafter in force covering all or any portion of the Property, all money,
funds, accounts, instruments, documents, general intangibles (including trademarks, trade names
and symbols owned by Borrower and used in connection therewith), all notes or chattel paper
arising from or related to the Property, all permits, licenses, franchises, certificates, and other
rights and privileges obtained in connection with the Property to the extent assignable or that a
security interest therein may be granted as a matter of applicable law and under the terms
thereof, all plans, specifications, maps, surveys, reports, architectural, engineering and
construction contracts, books of account, insurance policies and other documents, of whatever
kind or character, relating to the use, construction upon, occupancy, leasing, sale or operation of
the Property, all master agreements published by the International Swaps and Derivatives
Association, Inc., or any other master agreement, together with any related confirmations and
schedules, which evidence a rate swap, basis swap, forward rate fransaction, commodity swap,
commodity option, equity or equity index swap or option, bond, note or bill option, inferest rate
option, forward foreign exchange transaction, cap, collar or floor transaction, currency swap,
cross-currency rate swap, swap option currency option or any other, similar fransaction or any
combination of the foregoing, relating to Borrowers’ ability to “cap” or “hedge” the variable
interest rates, all proceeds and other amounts paid or owing to Borrower under or pursuant to any
and all contracts and bonds relating to the construction, erection or renovation of the Property, all
oil, gas and other hydrocarbons and other minerals produced from or allocated to the Property
and all products processed or obtained therefrom, the proceeds thereof, and all accounts and
general intangibles under which such proceeds may arise, together with any sums of money that
may now or at any time hereafter become due and payable to Borrower by virtue of any and all
royalties, overriding rovalties, bonuses, delay rentals and any other amount of any kind or
character arising under any and all present and future oil, gas and mining leases covering the
Property or any part thereof (all of the property described in this Section collectively called the
“Collateral”) and all proceeds of the Collateral. The Real Property and the Collateral are
collectively called the “Property”.

ARTICLE 1.

Secured Indebtedness

1.1  Secured Indebtedness. This Security Instrument is made to secure and enforce
the payment and performance of the following notes, obligations, indebtedness and liabilities:

(a)  all indebtedness and other obligations now or hereafter incurred by arising
pursuant to the provisions of the Loan Agreement;
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(b) each Note delivered by Borrower and Other Borrowers to Lenders
pursuant to the Loan Agreement, including, without limitation the Notes listed on
Schedule 1 attached hereto, including, without limitation, all principal, interest and
charges, attorneys' fees, default interest, and late charges, both principal and interest
being payable as therein provided and being finally due and payable three (3) years after
the date thereof (subject to extension as provided in the Loan Agreement), together with
all amendments, modifications, renewals and extensions thereof, and all other notes given
in substitution therefor or in modification, increase, renewal or extension thereof, in
whole or in part (such notes and all amendments, modifications, renewals and extensions
thereof and all other notes given in substitution therefor or in modification, increase,
renewal or extension thereof, in whole or in part, being herein called the “Note™);

(c)  all loans and future advances made by Bank Parties to Borrower and Other
Borrowers and all other debts, obligations and lLiabilities of every kind and character of
Borrower and Other Borrowers now or hereafter existing in favor of Bank Parties
(including all indebtedness incurred or arising pursuant to the provisions of this Security
Instrument or any other Loan Documents) whether such debts, obligations or liabilities be
direct or indirect, primary or secondary, joint or several, fixed or contingent, and whether
originally payable to Bank Parties or to a third party and subsequently acquired by Bank
Parties and whether such debts, obligations and liabilities are evidenced by note, open
account, overdraft, endorsement, surety agreement, guaranty or otherwise, it being
contemplated that Borrower and Other Borrowers may hereafter become indebted to
Bank Parties in further sum or sums;

(d)  performance of every obligation of Borrower and ‘Other Borrowers
contained in the Loan Documents; and

(¢) performance of every obligation of Bortower and Other Borrowers
contained in any agreement, document, or instrument now or hereafter executed by
Borrower or Other Borrowers reciting that the obligations thereunder are secured by this
Security Instrument.

It is understood and agreed that this Security Instrument secures future advances and
future obligations. The total amount of obligations and advances secured hereby may
decrease or increase from time to time, but at no time shall the total principal amount of
obligations and advances secured hereby, not including sums expended or incurred for
the reasonable protection of the security interest created in the Property or for other
purposes specified in Section 443.055(3) of the Missouri Revised Statutes, exceed the
principal amount of $364,000,000. This Security Instrument is governed by Section
443.055 of the Missouri Revised Statutes. The indebtedness referred to in this Section is
hereinafter sometimes called the “secured indebtedness” or the “indebtedness secured

hereby.”
1.2 Cross Collateralization. Bormrower acknowledges that the liens, assignments,

security interests and other rights on and against the Property are cross-collateralized with the
liens, assignments, security interests on and against the collateral provided in the other Loan
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Documents to pay all indebtedness and obligations of the Borrower and the Other Borrowers
under the Loan Documents.

ARTICLEIL

Representations, Warranties and Covenants

2.1  Representations, Warranties and Covenants. In addition fo representations,
warrants and covenants in Loan Agreement or other Loan Documents, Borrower represents,
warrants and covenants as follows:

(@)  Title and Authority. Borrower is the lawful owner of good and marketable
title to the Property and has good right and authority to grant, bargain, sell, convey,
transfer, assign and mortgage the Real Property and to grant a security interest in the
Collateral. Borrower does not do business with respect to the Property under any trade
name except The Hallmark of Creve Coeur.

(b)  Permitted Encumbrances. The Property is free and clear from all liens,
security interests and encumbrances except (i) the lien and security interest evidenced
hereby, (ii) the encumbrances set forth in Schedule B of the Loan Title Policy, (iii) future
utility easements necessary for the operation of the Property, (iv) Leases/Resident
Agreements approved by Agent to the extent required under Loan Documents and (v)
property taxes not yet due and payable (the “Permitted Encumbrances”) (excluding any
mechanic’s or materialmen’s liens). There are no mechanic's or materialmen's liens,
lienable bilis or other claims constituting or that may constitute a lien on the Property, or
any part thereof.

(¢) No Financing Statement. There is no financing statement covering all or

any part of the Property or its proceeds on file in any public office except in favor of
Agent and Lenders.

(d) Location of Collateral. All tangible Collateral is located on the property
described in Exhibit A attached hereto and made a part hereof.

(&) No Homestead. No portion of the Property is being used as Borrower's
residential homestead and Borrower waives any homestead rights it may have in the

Property.

4] Compliance with Covenants and Laws. The Property and the intended use
thereof by Borrower comply with (and no notices of violation have been received in
connection with) all Requirements, Borrower shall at all times comply with all present or
future Requirements affecting or relating to the Property and/or the use thereof by
Borrower. Upon request and to the extent available, Borrower shall furnish to Agent
proof of compliance with the Requirements. Borrower shall not use or permit the use of
the Property, or any part thereof, for any illegal purpose. “Requirements” shall mean all
applicable laws, ordinances, orders, determinations and court decisions, covenants,
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conditions and restrictions (including private restrictive covenants) and other
requirements relating to land and building design and construction, use and maintenance,
that may now or hereafter pertain to or affect the Property or any part thereof or the use
of the Property, including, without limitation, planning, zoning, subdivision,
environmental, air quality, flood hazard, fire safety, laws relating to the disabled
(including but not limited to The Americans with Disabilities Act of 1990, 42 U.S.C.
§§12101 et seq. and regulations thereunder [the “ADA”] and/or the Fair Housing
Amendments Act of 1988, 42 U.S.C. §§3601 et seq., and regulations thereunder [the
“FHAA"]), building, health, fire, traffic, safety, wetlands, coastal and other governmental
or regulatory rules, laws, ordinances, statutes, codes and requirements applicable to the
Property, without reliance upon grandfather provisions or adjacent or other properties.
Borrower has obtained all requisite zoning, utility, building, health and operating permits
from the governmental authority or municipality having jurisdiction over the Property to
comply with any of the foregoing requirements.

()  Condition of Property. The Property is served by electric, gas, storm and
sanitary sewers, sanitary water supply, telephone and other utilities required for the use
thereof in its current use as represented by Borrower at or within the boundary lines of
the Property. All streets, alleys and easements necessary to serve the Property in its
current use have been completed and are serviceable and such streets have been dedicated
and accepted by applicable governmental entities. The Property is in good condition and
repair with no material deferred maintenance and is free from unrepaired damage caused
by fire or other casualty. Borrower is aware of no material atent or patent structural or
other significant defect or deficiency in the Property. Design and as-built conditions of
the Property are such that no drainage or surface or other water will drain across or rest
upon either the Property or land of others (except in compliance with the Requirements).
None of the Property is within a flood plain except as indicated on a survey of the
Property delivered to Lenders, Except as shown on the survey delivered to Agent and
Lenders, none of the improvements on the Property create an encroachment over, across
or upon any of the Property boundary lines, rights of way or easements, and no buildings
or other improvements on adjoining land create such an encroachment.

(h)  Warranty. Borrower will warrant and forever defend the title to the
Property against the claims of all persons whomsoever lawfully claiming or to claim the
same or any part thercof, subject to the Permitted Encumbrances.

2.2  Covenants and Agreements. So long as the secured indebtedness or any part
thereof remains vunpaid, in addition fo covenants in Loan Agreement and other Loan Documents,
Borrower covenants and agrees as follows:

(@) Payment. Borrower will make prompt payment, as the same becomes due,

of the Notes to which it is a party and of all installments of principal and interest thereon
and of all other secured indebtedness.
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(b)  Existence. Borrower will continuously maintain its existence and its right
and good standing to transact business in the state where the Real Property is located
together with its franchises and trade names.

()  Taxes on Note and Other Taxes. Borrower will promptly pay or contest in
the same manner as a tax contest in Section 2.2(g} hereof, all income, franchise and other
taxes owing by Borrower and any stamp taxes, mortgage taxes, recordation taxes or
similar taxes which may be required to be paid with respect to the Note, this Security
Instrument or any other instrument evidencing or securing any of the secured
indebtedness.

(d)  Operation of Property. Borrower will operate the Property in a good and
workmanlike manner and in accordance with all Requirements and will pay all fees or
charges of any kind in connection therewith. Borrower will keep the Property occupied
so as not to impair the insurance carried thereon. Borrower will not use or occupy, or
allow the use or occupancy of, the Property in any manner which violates any
Requirement or which constitutes a public or private nuisance or which makes void,
voidable or cancelable, or increases (other than in the ordinary course of Borrower's
operations) the premium of, any insurance then in force with respect thereto. Borrower
will comply with and use reasonable efforts to cause all occupants of the Property to
comply with the ADA and/or FHAA and, if requested, shatl provide Agent with copies of
all plans for compliance with the ADA and/or FHAA and all surveys relating to such
compliance now in Borrower's possession or obtained by Borrower during the term of the
Loan (as defined in the Loan Agreement). Borrower will not initiate or permit any
zoning reclassification of the Property or seek any variance under existing zoning
ordinances applicable to the Property or use or permit the use of the Property in a manner
that could result in such use becoming a nonconforming use under applicable zoning
ordinances or other Requirements. Borrower will not impose any restrictive covenants or
encumbrances (except Permitied Encumbrances) upon the Property, execute or file any
subdivision plat affecting the Property or consent to the annexation of the Property to any
municipality, without the prior written consent of Agent. Borrower shall not operate the
Property, or permit the Property to be operated, as a cooperative or condominium
building or buildings in which the tenants or occupants participate in the ownership,
control or management of the Property or any part thereof, as tenant stockholders or
otherwise. Borrower shall not cause or permit any drilling or exploration for, or
extraction, removal or production of, minerals from the surface or subsurface of the
Property. If Borrower receives & notice or claim from any federal, state or other
govemmental entity pertaining to the Property, including specifically but without

.limitation a notice that the Property is not in compliance with any Requirement, Borrower
will promptly furnish a copy of such notice or claim to Agent.

(¢) Inspection. Upon reasonable advance notice, Agent and Monitoring
Agent or its authorized representatives, including but not limited to third party appraisers,
environmental engineers, employees of Agent and Monitoring Agent, architects and
engineers, shall have the right to inspect and conduct testing on the Real Property at any
time and Borrower will assist Agent and Monitoring Agent and/or said representatives in
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whatever way necessary to make such inspections and/or testing. Agent and Monitoring
Agent will endeavor to cause any such inspections or testing to be made without material
interference of Borrower’s business. In addition, Agent and Monitoring Agent, at
Borrower's expense, may make or cause to be made, inspections at such other times as
Agent and Monitoring Agent shall elect to (i) inspect Repairs (as defined in the Loan
Agreement), (ii) inspect the repair log for the Property or (iii) examine conditions at the
Real Property following an emergency or an Event of Default. In the event that such
inspection reveals that further Repairs of the Property are required, Agent and Monitoring
Agent shall provide Borrower with a written description of the required Repairs or other
work and Borrower shall complete such Repairs or other work to the reasonable
satisfaction of Agent and Monitoring Agent within 90 days after the receipt of such
description from Agent and Monitoring Agent, or such later date as may be approved by
Agent in its sole discretion.

® Debts for Construction. Borrower will cause all debts and liabilities of
any character, including without limitation all debts and liabilities for labor, material and
equipment and all debts and charges for utilities servicing the Property, incurred in the
construction, maintenance, operation and development of the Property to be promptly
paid, except for those being contested in good faith and in accordance with the applicable
provisions of this Security Instrument.

(g} Ad Valorem Taxes. Borrower will cause to be paid prior to delinquency
all taxes (which includes any payments in lieu of taxes) and assessments heretofore or
hereafter levied or assessed against the Property, or any part thereof, or against the
Trustee or Bank Parties for or on account of the Note or the other indebtedness secured
hereby or the interest created by this Security Instrument and will furnish Agent with
receipts showing payment of such taxes and assessments within 10 days prior to the
applicable default date therefor; except that Borrower may in good faith, by appropriate
proceedings, contest the wvalidity, applicability, or amount of any asserted tax or
assessment, and pending such contest Borrower shall not be deemed in default hereunder
if (i) prior to delinquency of the asserted tax or assessment Borrower establishes an
escrow acceptable to Agent adequate to cover the payment of such tax or assessment with
interest, costs and penalties and a reasonable additional sum to cover possible costs,
interest and penalfies (which escrow shall be returned to Borrower upon payment of all
such taxes, assessments, interest, costs and penalties or resolution of the contest); (if}
Borrower pays to Agent after demand therefor all costs and expenses incurred by Agent
in connection with such contest; and (iii) Borrower promptly causes to be paid, or
appropriately appealed, any amount adjudged by a court of competent jurisdiction to be
due, with all costs, penalties and interest thereon, promptly after such judgment becomes
final; provided, however, that in any event each such contest shall be concluded and the
tax, assessment, penalties, interest and costs shall be paid prior to the date any writ or
order is issued under which the Property may be sold.

(h)  Repair and Maintenance. Borrower will keep the Property in good order,
repair, condition and appearance, causing all necessary structural and non-structural
repairs, renewals, replacements, additions and improvements to be promptly made, and
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‘will not allow any of the Property to be misused, abused or wasted or to deteriorate.
Borrower will promptly replace all worn-out or obsolete fixtures or personal property
covered by this Security Instrument if required to operate the Property in its current use
with fixtures or personal property comparable to the replaced fixtures or personal
property of comparable function and value, and will repaint the Property when needed.
Notwithstanding the foregoing, Borrower will not, without the prior written consent of
Agent, (i) erect any new buildings, structures or other improvements on the Property; (ii)
remove from the Property any fixtures or personal property covered by this Security
Instrument except such as is replaced by Borrower by an article of equal suitability and
value, owned by Borrower, free and clear of any lien or security interest (except that
created by this Security Instrument or otherwise permitted under the Loan Documents),
(iii) make any structural or material alteration to the Property or any other alteration
thereto which negatively impairs the value thereof or (iv) make any alteration to the
Property involving an estimated expenditure exceeding $50,000 except pursuant to plans
and specifications approved in writing by Agent. Upon reasonable request of Agent,
Borrower will deliver to Agent an inventory describing and showing the make, model,
serial number and location of all fixtures and personal property used in the management,
maintenance and operation of the Property with a certification by Borrower that said
inventory is a true and complete schedule of all such fixiures and personal property used
in the management, maintenance and operation of the Property, that such items specified
in the inventory constitute all of the fixtures and personal property required in the
management, maintenance and operation of the Property, and that all such items are
owned by Borrower free and clear of any lien or security interest (except that created by
this Security Instrument or otherwise permitted under the Loan Documents).

@ Casualty.

{# Borrower's Obligations. If any damage to, loss, or destruction of
the Real Property occurs (any “Damage”), (A) Borrower shall promptly notify
Agent and take all necessary steps to preserve any undamaged part of the Real
Property and (B) Borrower shall promptly commence and diligently pursue to
completion the restoration, replacement, and rebuilding of the Property as nearly
as possible to its value and condition immediately prior to the Damage in
accordance with plans and specifications approved by Agent (“Restoration”),
subject, however, to Agent's making Net Proceeds (hereinafter defined) available
for Restoration, but regardless of whether any proceeds are sufficient for
Restoration. Borrower shall comply with other requirements established by
Agent to preserve the security under this Security Instrutent.

(i  Agents Rights. If any Damage occurs and some or all of it is
covered by insurance, then (A) Agent may, but is not obligated to, make proof of
loss if not made promptly by Borrower and Agent is authorized and empowered
by Borrower to settle, adjust, or compromise any claims for the Damage; (B) each
insurance company concerned is authorized and directed to make payment
directly to Agent for the benefit of Lenders for the Damage; and (C) Agent may
apply the insurance proceeds in any order it determines (1) to reimburse Bank
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Parties for all costs related to collection of the proceeds and (2) subject to subpart
(iii) of this Section and at Agent's option, to (a) payment of all or part of the
secured indebtedness, whether or not then due and payable, in the order
determined by Agent, provided that, if any portion of the secured indebtedness
remains outstanding after this payment, the unpaid portion of the secured
indebtedness shall continue in full force and effect and Borrower shall not be
excused in the payment thereof; (b) the cure of any default or breach of any
provision under the Loan Documents if the applicable cure period has elapsed; or
(c) the Restoration. Any insurance proceeds held by Agent shall be held in an
interest-bearing account for the benefit of Borrower but Agent makes no
representation concerning the rate of interest. If Borrower receives any insurance
proceeds for the Damage, Borrower shall promptly deliver the full amount of such
proceeds to Agent, without deduction of any kind (other than the reasonable cost
of collection). Notwithstanding anything in this Secutity Instrument or at law or
in equity to the confrary, none of the insurance proceeds paid to Agent shall be
deemed trust funds and Agent may dispose of these proceeds as provided in this
Section. Borrower expressly assumes all risk of loss from any Damage, whether
or not insurable or insured against.

(iti)  Application of Proceeds to Restoration. If the Net Proceeds are
less than or equal to $500,000 and there is no Event of Default, Agent shall make
the Net Proceeds available to Borrower for Restoration. If the Net Proceeds
exceed $500,000, Agent shall make the Net Proceeds available to Borrower for
Restoration if: (A) there shall then beno Default; (B) Agent shall be satisfied that
Restoration can and will be completed within 12 months after the Damage occurs
and at least nine (9) months prior to April 1, 2008 and business interruption
insurance in sufficient amounts to pay all debt service on the Note executed by
Borrower as well as any other amounts required to be paid therefrom (e.g., ground
lease rents) is in effect; (C) Borrower shall have entered imto a general
construction contract reasonably acceptable in all respects to Agent for
Restoration, which confract must include provision for retainage of not less than
10% of the contract sum until final completion of the Restoration; and (D) in
Agent’s reasonable judgment, after Restoration has been completed the net cash
flow of the Property will be sufficient to cover all costs and operating expenses of
the Property, including payments due and reserves required under the Loan
Documents. Notwithstanding any provision of this Security Instrument to the
contrary, Agent shall not be obligated to make any portion of the Net Proceeds
available for Restoration unless, at the time of the disbursement reguest, Agent
has determined in its reasonable discretion that (y) Restoration can be completed
at a cost which does not exceed the aggregate of the remaining Net Proceeds and
any funds deposited or to be deposited with Agent by Bommower (“Additional
Funds”) and (z) the aggregate of any loss of business interruption insurance
proceeds which the carrier has acknowledged to be payable (“Rent Loss
Proceeds™) and any funds deposited or to be deposited with Agent by Borrower
are sufficient to cover all costs and operating expenses of the Real Property,
including payments due and reserves required under the Loan Documents.
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(iv)  Disbursement of Proceeds. If Agent elects or is required to make
insurance proceeds available for Restoration, Agent shall, through a disbursement
procedure established by Agent, periodically make available to Borrower in
installments the net amount of all insurance proceeds received by Agent after
deduction of all reasonable costs and expenses incurred by Agent in connection
with the collection and disbursement of such proceeds (“Net Proceeds™) and, if
any, the Additional Funds. The amounts periodically disbursed to Borrower shall
be based upon the amounts currently due and payable under the construction
contract for Restoration and Agent's receipt of (A) appropriate lien waivers, (B) a
certification of the percentage of Restoration completed by an architect or
engineer reasonably acceptable to Agent, and (C) title insurance protection
against materialmen's and mechanic's liens (if available). At Agent's election, the
disbursement of funds may be handled by a disbursing agent selected by Agent,
and such agent's reasonable fees and expenses shall be paid by Borrower. The
Net Proceeds, Rent Loss Proceeds, and any Additional Funds shall constitute
additional security for the Loan and Borrower shall execute, deliver, file and/or
record, at its expense, such instruments as Agent requires to grant to Agent and
Lenders a perfected, first-priority security interest in these funds. If the Net
Proceeds are made available for Restoration and (x) Borrower refuses or fails to
complete the Restoration, (y) an Event of Default occurs, or (z) the Net Proceeds
or Additional Funds are not applied to Restoration, then any undisbursed portion
may, at Agent's option, be applied to the secured indebtedness in any order of
priority, and any application to principal shall be deemed a voluntary prepayment.

) Condemnation.

(i) Borrower's Obligations, Borrower will promptly notify Agent of
any threatened or instituted proceedings for the condemnation or taking by
eminent domain of all or any portion of the Real Property including any change in
any street (whether as to grade, access, or otherwise) (a “Taking”). Borrower
shall, at its expense, (A) diligently prosecute these proceedings, (B) deliver to
Agent copies of all papers served in connection therewith, and (C) consult and
cooperate with Agent in the handling of these proceedings. No settlement of
these proceedings shall be made by Borrower without Agent's prior written
consent. Agent may participate in these proceedings (but shall not be obligated to
do s0) and Borrower will sign and deliver all instruments requested by Agent to
permit this participation and to pay all of Agent's or Lenders' reasonable costs in
such participation. Borrower shall promptly commence and diligently pursue to
completion the Restoration as nearly as possible to its value and condition
immediately prior to the Taking in accordance with plans and specifications
approved by Agent, subject, however, to Agent's making the Award (hereinafter
defined) available, but regardless of whether the Award is sufficient for
Restoration

(ii) Agent's Rights. Al condemnation awards, judgments, decrees, or
proceeds of sale in lieu of condemnation (“Award”) in excess of $500,000 are
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assigned and shall be paid to Agent for the benefit of Lenders. Borrower
authorizes Agent to collect and receive an Award in excess of $500,000, to give
receipts for them, to accept them in the amount received without question or
appeal, and/or to appeal any judgment, decree, or award. Bomrower will sign and
deliver all instruments requested by Agent to permit these actions. Agent shall
have the right to apply any Award, as per Section 2.2(i)(ii) above relating to
insurance proceeds held by Agent. If Borrower receives any Award, Borrower
shall promptly deliver the full amount thereof to Agent without deduction of any
kind. Notwithstanding anything in this Security Instrument or at law or in equity
to the contrary, none of the Award paid to Agent shall be deemed trust funds and
Agent may dispose of these proceeds as provided in this Section.

(iii)  Application of Award to Restoration. With respect to any portion
of the Award that is not for loss of value or property and is less than or equal to
$500,000 and there is no Event of Default, Agent shall make the Award available
to Borrower for Restoration. If the Award exceeds $500,000, Agent shall permit
the application of the Award to Restoration in accordance with the provisions of
Section 2.2(i)(iv) above relating to insurance proceeds held by Agent if: (A) no
more than 10% of the gross square footage of the Land is affected; (B) as a result
of the Taking, the Property is not without adequate legal access from a public
right-of-way; (C) there is no Default at the time of application; (D) after
Restoration, the Property and its use will be in compliance with all Requirements;
(E) in Agent's reasonable judgment, Restoration is practical and can be completed
within 12 months after the Taking and at least by July 1, 2007; (F) a Debt
Coverage Ratio - Actual will continue to be maintained as required by the terms
of the Loan Agreement; and (G) Borrower shall have entered into a general
construction contract reasonably acceptable in all respects to Agent for
Restoration, which contract must include provision for retainage of not less than
10% of the contract sum until final completion of the Restoration. Any portion of
the Award not utilized for Restoration as provided above, will be applied to the
secured indebtedness. Notwithstanding any provision of this Security Instrument
to the contrary, Agent shall not be obligated to make any portion of the Award
available for Restoration unless, at the time of the disbursement request, Agent
has determined in its reasonable discretion that (y) Restoration can be completed
at a cost which does not exceed the aggregate of the remaining Award and any
funds deposited or to be deposited with Agent by Borrower (also, “Additional
Funds™) and (z) the aggregate of any loss of business interruption insurance
proceeds which the carrier has acknowledged to be payable (also, “Rent Loss
Proceeds™) and any finds deposited or to be deposited with Agent by Borrower
are sufficient to cover all costs and operating expenses of the Real Property,
including payments due and reserves required under the Loan Documents.

(iv) Effect on Secured Indebtedness. Notwithstanding any Taking,
Borrower must continue to pay the secured indebtedness and perform the
obligations as provided in the Loan Documents. Any reduction in the secured
indebtedness due to application of the Award shall take effect only upon Agent's

| 033544 000456 DALLAS 1859563 S.doc 13

-



actual receipt and application of the Award to the secured indebtedness. If the
Real Property shall have been foreclosed, sold pursuant to any power of sale
granted hereunder, or transferred by deed-in-lieu of foreclosure prior to Agent's
actual receipt of the Award, Agent may apply the Award received to the extent of
any deficiency upon such sale against any accrued fees and all costs incurred by
Agent in connection with such sale.

(k)  Protection and Defense of Lien. If the validity or priority of this Security
Instrument or of any rights, titles, liens or security interests created or evidenced hereby
with respect to the Property or any part thereof shall be endangered or questioned or shall
be attacked directly or indirectly or if any legal proceedings are instituted against
Borrower with respect thereto, Borrower will give prompt written notice thereof to Agent
and at Borrower's own cost and expense will diligently endeavor to cure any defect that
may be developed or claimed, and will take all necessary and proper steps for the defense
of such legal proceedings, including but not limited to the employment of counsel, the
prosecution or defense of litigation and the release or discharge of all adverse claims, and
the Agent and the Trustee (Whether or not named as & party to legal proceedings with
respect thereto) are hereby authorized and empowered to take such additional steps as in
their judgment and discretion may be necessary or proper for the defense of any such
legal proceedings or the protection of the validity or priority of this Security Instrument
and the rights, titles, liens and security interests created or evidenced hereby, including
but not limited to the employment of counsel, the prosecution or defense of litigation, the
compromise or discharge of any adverse claims made with respect to the Property, the
purchase of any tax title and the removal of prior liens or security interests (including but
not limited to the payment of debts as they mature or the payment in full of matured or
nonmatured debis, which are secured by these prior liens or security interests), and all
expenses so incurred of every kind and character shall be a demand obligation owing by
Borrower and secured by this Security Instrument and the party incurring such expenses
shall be subrogated to all rights of the person receiving such payment.

()] No Other Liens. Borrower will not, without the prior written consent of
Agent, create, place or permit to bé created or placed, or through any act or failure to act,
acquiesce in the placing of, or allow to remain, any deed of trust, mortgage, voluntary or
involuntary lien, whether statutory, constitutional or contractual (except for the lien for ad
valorem taxes on the Property which are not delinquent or mechanic's or materialmen's
liens which are being contested in accordance with the provisions of this Security
Instrument and Permitted Encumbrances), security interest, encumbrance or charge, or
conditional sale or other title retention document, against or covering the Property, or any
part thereof, other than the Permitted Encumbrances, regardless of whether the same are
expressly or otherwise subordinate to the lien or security interest created in this Security
Instrument, and should any of the foregoing become attached hereafter in any manner to
any part of the Property without the prior written consent of Agent, Borrower will cause
the same to be promptly discharged and released. Borrower will own all parts of the
Property and, except as otherwise set forth in the Loan Documents, will not acquire any
fixtures, equipment or other property forming a part of the Property pursuant to a lease,
license or similar agreement, without the prior written consent of Agent.
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Notwithstanding the foregoing, Borrower may in good faith, by appropriate proceedings,
contest the validity, applicability or amount of any asserted mechanic's or materialmen's
lien and pending such contest Borrower shall not be deemed in default hereunder if
Borrower provides Lenders with security reasonably satisfactory to Agent and if
Borrower promptly causes to be paid any amount adjudged by a court of competent
jurisdiction to be due, with all costs and interest thereon, promptly after such judgment.

(m) Tax and Insurance Escrow Account. As additional security for the Loan
and in order to secure the performance and discharge of Borrower's obligations under
Section 2.2(g) (Ad Valorem Taxes) hereof and Section 6.8 (Insurance) of the Loan
Agreement, but not in lieu of such obligations, Borrower shall establish and maintain at
all times while this Security Instrament continues in effect an impound account (the “Tax
and Insurance Escrow Account”) with Agent for payment of real estate taxes and
assessments and insurance on the Property. Contemporaneously with the execution of
this Security Instrument, Borrower will deposit with Agent a sum equal to ad valorem
taxes, assessments and charges (which charges for the purpose of this Section shall
include without limitation ground rents and water and sewer rents and any other recurring
charge which could create or result in a lien against the Property) against the Property for
the then current year and the premiums for policies of insurance covering the period for
the then current year, all as estimated by Agent. Thereafter, commencing with the first
Payment Date following the date hereof and continuing thereafier on each and every
Payment Date until the secured indebtedness is fully paid and performed, Borrower will
deposit with Agent sufficient funds (as estimated from time to time by Agent) to permit
Agent to pay, at least 30 days prior to the due date thereof, the next maturing ad valorem
taxes, assessments and charges and premiums for such policies of insurance. Borrower
shall be responsible for ensuring the receipt by Agent, at least 30 days prior to the date
for payment thereof, of all bills, invoices and statements for all taxes, assessments and
insurance premiums to be paid from the Tax and Insurance Escrow Account, and so long
as no Default has occurred and is continuing, Agent shall pay (or shall permit Borrower
to make withdrawals from the Tax and Insurance Escrow Account to pay) the
governmental authority or other party entitled thereto directly to the extent funds are
available for such purpose in the Tax and Insurance Escrow Account and except to the
extent that Borrower is contesting any such taxes or assessments pursuant to the
provisions in the Loan Documents. Agent shall have the right to rely upon tax
information furnished by applicable taxing authorities in the payment of such taxes or
assessments and shall have no obligation to make any protest of any such taxes or
assessments. Any excess over the amounts required for such purposes shall be held by
Agent for future use, applied to any secured indebtedness or refunded to Borrower, at
Agent's option, and any deficiency in such funds so deposited shall be made up by
Borrower upon demand of Agent. The Tax and Insurance Escrow Account shall not,
unless otherwise explicitly required by applicable law, be or be deemed to be escrow or
trust funds. All such funds so deposited shall bear no interest whatsoever, may be
mingled with the general funds of Agent and shall be applied by Agent toward the
payment of such taxes, assessments, charges and premiums when statements therefor are
presented to Agent by Borrower; provided, however, that, if an Event of Default shall
have occurred and be continuing hereunder, such funds may at Agent's option be applied
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to the payment of the secured indebtedness in the order determined by Agent in its sole
discretion (such application to be deemed 2 voluntary prepayment subject to the terms of
the Loan Agreement), and that Agent may at any time, in its discretion, apply all or any
part of such funds toward the payment of any such taxes, assessments, charges or
premiums which are past due, together with any penalties or late charges with respect
thereto. The conveyance or transfer of Borrower's interest in the Property for any reason
(including without limitation the foreclosure of a subordinate lien or security interest or a
transfer by operation of law) shall constitute an assignment or transfer of Borrower's
interest in and rights to such funds held by Agent under this Section but subject to the
rights of Agent hereunder. Notwithstanding the foregoing, Agent waives the
requirement for an escrow relating to payment of insurance premiums, provided however,
at any time following an Event of Default or in the event insurance premiums which are
due and payable are not paid or the insurance provider has not received payment of such
premiums prior to the due date thereof, Agent may revoke such waiver in writing and
require an insurance premium escrow in which case Borrower will deposit with Agent a
sum equal to the premiums for policies of insurance covering the period for the then
current year, all as estimated by Agent.

(n)  Further Assurances. Borrower will, on request of Agent, (i) promptly
correct any defect, error or omission which may be discovered in the contents of this
Security Instrument or in any other instrument now or hereafter executed in connection
herewith or in the execution or acknowledgment thereof; (ii) execute, acknowledge,
deliver and record or file such further instruments (including without limitation further
deeds of trust, security agreements, financing statements, continuation statements and
assignments of rents or leases) and do such further acts as may be reasonably necessary,
desirable or proper to carry out more effectively the purposes of this Security Instrument
and such other instruments and to subject to the liens and security interests hereof and
thereof any property intended by the terms hereof and thereof to be covered hereby and
thereby including specifically, but without limitation, any renewals, additions,
substitutions, replacements, or appurtenances to the Property; (iii) execute, acknowledge,
deliver, procure and record or file any document or instrument (including specifically any
financing statement) deemed advisable by Agent to protect the lien or the security interest
hereunder against the rights or interests of third persons; and (iv) provide such
certificates, documents, reports, information, affidavits and other instruments and do such
further acts as may be reasonably necessary, desirable or proper in the reasonable
determination of Agent to enable Bank Parties to comply with the requirements or
Tequests of any agency having jurisdiction over Bank Parties or any examiners of such
agencies with respect to the indebtedness secured hereby, Borrower or the Property; and
Botrower will pay all costs connected with any of the foregoing.

(0) Taxonlien. Inthe eventof the enactment after this date of any law of the
state where the Real Property is located or of any other governmental entity deducting
from the value of property for the purpose of taxation any lien or security interest
thereon, or imposing upon Bank Parties the payment of the whole or any part of the taxes
or assessments or charges or liens herein required to be paid by Borrower, or changing in
any way the laws relating to the taxation of deeds of trust or mortgages or security
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agreements or debts secured by deeds of trust or mortgages or security agreements or the
interest of the mortgagee or secured party in the property covered thereby, or the manner
of collection of such taxes, so as to affect this Security Instrument or the indebtedness
secured hereby or Bank Parties, then, and in any such event, Borrower, upon demand by
Agent, shall pay such taxes, assessments, charges or liens, or reimburse Baok Parties
therefor; provided, however, that if in the opinion of counsel for Agent (i) it might be
unlawful to require Borrower to make such payment or (ii) the making of such payment
might result in the imposition of interest beyond the maximum amount permitied by law,
then and in such event, Agent on behalf of the Lenders may elect, by notice in writing
given to Borrower, to declare all of the indebtedness secured hereby to be and become
due and payable ninety (90) days from the giving of such notice.

(p)  Location and Use of Collateral. All tangible Collateral will be used in the
business of Borrower and shall remain in Borrower's possession or control at all times at
Borrower's risk of loss and shall be located on the Real Property.

(@)  Proceeds of Collateral. Borrower shall account fully and faithfully for
and, if Agent so elects, shall promptly pay or turn over to Agent for the benefit of
Lenders the proceeds in whatever form received from disposition in any manner of any of
the Collateral or shail use such proceeds to replace the Coilateral to the extent required
hereby, except as otherwise specifically authorized herein. Borrower shall at all times
keep the Collateral and its proceeds separate and distinct from other property of Borrower
and shall keep accurate and complete records of the Collateral and its proceeds.

) Permitted Encumbrances. Borrower will comply with and will perform all
of the covenants, agreements and obligations imposed upon it or the Property in the
Permitted Encumbrances in accordance with their respective terms and provisions.
Borrower will not modify or permit any modification of any Permitted Encumbrance if
such modification adversely affects the Property or otherwise would not have been a
Permitted Encumbrance, without the prior written consent of Agent.

(s) Special Insurance Provision. Unless Borrower provides evidence of the
insurance coverage required by the Loan Agreement, Agent may purchase insurance at
Borrower's expense to protect Agent's and Lenders' interests in the Property. This
insurance may, but need not, protect Borrower's interests. The coverage that Agent
purchases may not pay any claim that Borrower makes or any claim that is made against
Borrower in connection with the Property. Borrower may later cancel any insurance
purchased by Agent, but only after providing evidence that Borrower has obtained
insurance as required by the Loan Agreement. If Agent purchases insurance for the
Property, Borrower will be responsible for the costs of that insurance, including the
insurance premium, interest and any other charges Agent may impose in connection with
the placement of the insurance, until the effective date of the cancellation or expiration of
the insurance. The costs of the insurance may be added to Borrower's total outstanding
balance or obligation. The costs of the insurance may be more than the cost of insurance
Bormrower may be able to obtain on its own.
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2.3 Right of Agent to Perform. Borrower agrees that, if Borrower fails to perform
any act or to take any action which hereunder Borrower is required to perform or take, or to pay
any money which hereunder Borrower is required to pay, or takes any action prohibited hereby
and same constitutes an Event of Defanlt hereunder, Agent, in Borrower's name or in ifs own
name, may but shall not be obligated to perform or cause to be performed such act or take such
action or pay such money or remedy any action so taken, without releasing Borrower from any
obligation, and any expenses so incurred by Agent, and any money paid by Agent in connection
therewith, shall be a demand obligation owing by Borrower to Agent and secured by this
Security Instrument and Agent, upon making such payment, shall be subrogated to all of the
rights of the person, corporation or body politic receiving such payment. Any amounts due and
owing by Borrower to Agent pursuant to this Security Instrument shall bear interest from the
date such amount becomes due until paid at the Default Rate and shall be a part of the secured
indebtedness and shall be secured by this Security Instrument and by any other instrument
securing the secured indebtedness. No action on the part of Agent or payment of any money by
Agent shall be deemed to cure any Event of Default,

ARTICLE HL

Assipmment of Rents

3.1  Assignment. In order to provide a source of future payment of the indebtedness
secured hereby, Borrower does hereby absolutely and unconditionally assign, transfer and set
over to Agent and the Lenders all of the rents, income, receipts, revenues, issues, profits and
other sums of money (collectively, the “Rent”) that are now and/or at any time hereafter become
due and payable to Borrower under the terms of any leases, resident agreements, service
agreements, license agreements or other occupancy or use agreements (the “Leases™) now or
hereafter covering the Property, or any part thereof, or arising or issuing from or out of the
Leases or from or out of the Property or any part thereof, including but not limited to minimum
rents, additional rents, percentage rents, deficiency rents and liquidated damages following
. default, security deposits (whether cash, one or more letters of credit, bonds or other form of
security), advance rents, all proceeds payable under any policy of insurance covering loss of
rents resulting from untenantability caused by destruction or damage to the Property, and all of
Borrower's rights to recover monetary amounts from any lessee in bankruptey including, without
limitation, rights of recovery for use and occupancy and damage claims arising out of lease
defaults, including rejections, under any applicable Bankrupicy Law (as hereinafter defined),
including specifically the immediate and continuing right fo collect and receive each and all of
the foregoing and any and all guaranties of payment of the Rent. Until receipt from Agent of
notice of the occurrence of an Event of Default (a “Notice of Default™), each lessee under the
Leases may pay Rent directly to Borrower and Borrower shall have the right to receive such Rent
provided that Borrower shall hold such Rent as a trust find to be applied as required by Agent.
Upon receipt from Agent of a Notice of Default, each lessee under the Leases is hereby
authorized and directed to pay directly to Agent for the benefit of the Lenders all Rent thereafter
accruing and the receipt of Rent by Agent shall be a release of such lessee to the extent of all
amounts so paid. The receipt by a lessee under the Leases of a Notice of Default shall be
sufficient authorization for such lessee to make all future payments of Rent directly to Agent and
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each such lessee shall be entitled to rely on such Notice of Default and shall have no liability to
Borrower for any Rent paid to Agent after receipt of such Notice of Default. Rent so received by
Agent for any period prior to foreclosure under this Security Instrument or acceptance of a deed
in lieu of such foreclosure shall be applied by Agent to the payment (in such order as Agent shall
determine) of (a) all expenses of managing the Property, including but not limited to the salaries,
fees and wages of a managing agent and such other contractors or agents as Agent may deem
necessary or desirable; all expenses of operating and maintaining the Property, including but not
limited to all taxes, assessments, charges, claims, utility costs and premiums for insurance, and
the cost of all alterations, renovations, repairs or replacements; and all expenses incident to
taking and retaining possession of the Property and/or collecting the Rent due and payable under
the Leases; and (b) the secured indebtedness in such order as Agent in its sole discretion may
determine. In no event will the assignment pursuant to this Section reduce the secured
indebtedness except to the extent, if any, that Rent is actually received by Agent and applied
upon or after said receipt to such indebtedness in accordance with the preceding sentence.
Without impairing its rights hereunder, Agent may, at its option, at any time and from time to
time, release to Borrower Rent so received by Agent or any part thereof. As between Borrower,
Lenders and Agent, and any person claiming through or under Borrower, other than any lessee
under the Leases who has not received a Notice of Default pursuant to this Section, the
assignment contained in this Section is intended to be absolute, unconditional and presently
effective and the provisions of this Section for notification of lessees under the Leases upon the
occurrence and during the continuance of an Event of Default are intended solely for the benefit
of each such lessee and shall never inure to the benefit of Borrower or any person claiming
through or under Borrower, other than a lessee who has not received such notice. It shall never
be necessary for Agent or Lenders to institute legal proceedings of any kind whatsoever to
enforce the provisions of this Section. At any time after the occurrence of an Event of Default
during which Borrower is receiving Rent directly from lessees under the Leases, Borrower shall,
upon receipt of written direction from Agent, make demand and/or sue for all Rent due and
payable under one or more Leases, as directed by Agent, as it becomes due and payable,
including Rent which is past due and unpaid. In the event Borrower fails to take such action, or
at any time during which Borrower is not receiving Rent directly from lessees under the Leases,
Agent shall have the right (but shall be under no duty) to demand, collect and sue for, in its own
name or in the name of Borrower, all Rent due and payable under the Leases, as it becomes due
and payable, including Rent which is past due and unpaid. Agent shall not be deemed to have
taken possession of the Property except on the exercise of its option fo do so, evidenced by its
demand and overt act for such purpose. Borrower shall make no assignment of the Rent, nor
shall Borrower cancel or amend any Lease or any other instrument under which Rent is to be
paid or waive, excuse, condone, discount, set off, compromise or in any manner release any
obligation thereunder except in the ordinary course of Borrower's business, nor shall Bomrower
receive or collect any Rent for a period of more than one month in advance of the date on which
payment thereof is due (provided that security deposits, entrance fees or other deposits to secure
the obligations of residents or tenants are hereby permitted) and Borrower shall duly and
punctually observe and perform every obligation to be performed by it under each Lease, and
shall not do or permit to be done anything to impair the security thereof and shall enforce, to the
extent such enforcement would be reasonably prudent under the circamstances, every obligation
of each other party thereto. The assignment contained in this Section 3.1 shall terminate upon
the release of this Security Instrument but no lessee under the Leases shall be required to take
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notice of such termination until a copy of a release of this Security Instrument shall have been
delivered to such lessee.

3.2  Controlling Provision. Contemporaneously with the execution of this Security
Instrument, Borrower is executing an Assignment of Leases and Rents in favor of Agent and the
Lenders. To the extent any provision of Section 3.1 above is construed to contradict, conflict
with or be inconsistent with any term, condition or provision contained in the Assignment of
Leases and Rents, the applicable terms, conditions and provisions of the Assignment of Leases
and Rents shall supersede such contradicting, conflicting or inconsistent provisions of Section
3.1 and shall control.

3.3  Lessee. The term “lessee” as used in this Article III means a lessee, resident,
patient, licensee, or party to a service agreement or any other occupancy or use agreement with
respect to any portion of the Property.

ARTICLE IV.
Remedies in Event of Default

4.1  Defaults. The terms “Default” and “Event of Default” as used in this Security
Instrument shall mean the occurrence of a Default or an Event of Defanlt as respectively defined
in the Loan Agreement. Borrower acknowledges that a “Defaulf” or an “Event of Default” by an
Other Borrower (or any other obligated party except Bank Parties) under the Loan Documents
will constitute a Default or Event of Default, respectively, hereunder, and vice versa.

42  Acceleration. Upon the occurrence of an Event of Default, Agent shall have the
option of declaring all or any part of the secured indebtedness in its entirety to be immediately
due and payable without presentment, demand, protest or notice of any kind, and the liens and
security interests evidenced hereby shall be subject to foreclosure in any manner provided for
herein or provided for by law as Agent may elect.

43  Possession. Upon the occurrence and during the continuance of an Event of
Default, Agent on behalf of Lenders is authorized prior or subsequent to the institution of any
foreclosure proceedings to enter upon the Property, or any part thereof, and to take possession of
the Property and of all books, records and accounts relating thereto and to exercise without
interference from Borrower any and all rights which Borrower has with respect fo the
management, possession, operation, protection or preservation of the Property, including the
right to rent the same for the account of Borrower and to deduct from such Rents all costs,
expenses and liabilities of every character incurred by Agent or Lenders in collecting such Rents
and in managing, operating, maintaining, protecting or preserving the Property and to apply the
remainder of such Rents on the indebtedness secured hereby in such manner as Agent may elect.
All such costs, expenses and liabilities incurred by Agent or Lenders in collecting such Rents and
in managing, operating, maintaining, protecting or preserving the Property, if not paid out of
Rents as hereinabove provided, shall constitute a demand obligation owing by Borrower and
secured by this Secutity Instrument and shall bear interest from the date of expenditure until paid
at the Default Rate, all of which shall constitute a portion of the secured indebtedness. If
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necessary to obtain the possession provided for above, Agent, on behalf of Lenders, may invoke
any and all legal remedies to dispossess Borrower, including specifically one or more actions for
forcible entry and detainer, trespass to try title and restitution. IN CONNECTION WITH ANY
ACTION TAKEN BY AGENT PURSUANT TO THIS SECTION, AGENT AND
LENDERS SHALL NOT BE LIABLE FOR ANY LOSS SUSTAINED BY BORROWER
RESULTING FROM ANY FAILURE TO LET THE PROPERTY, OR ANY PART
THEREOF, OR FROM ANY OTHER ACT OR OMISSION OF AGENT IN MANAGING
THE PROPERTY (REGARDLESS OF WHETHER SUCH LOSS IS CAUSED BY THE
NEGLIGENCE OF AGENT) UNLESS SUCH LOSS IS CAUSED BY THE GROSS
NEGLIGENCE OR WILLFUL MISCONDUCT OF AGENT, NOR SHALL AGENT BE
OBLIGATED TO PERFORM OR DISCHARGE ANY OBLIGATION, DUTY OR
LIABILITY UNDER ANY LEASE COVERING THE PROPERTY OR ANY PART
THEREOF OR UNDER OR BY REASON OF THIS SECURITY INSTRUMENT OR
THE EXERCISE OF RIGHTS OR REMEDIES HEREUNDER. BORROWER SHALL
AND DOES HEREBY AGREE TO INDEMNIFY AGENT AND LENDERS FOR, AND
TO DEFEND AND HOLD AGENT AND LENDERS HARMLESS FROM, ANY AND
ALL LYABILITY, LOSS OR DAMAGE WHICH MAY OR MIGHT BE INCURRED BY
AGENT OR LENDERS UNDER ANY SUCH LEASE OR UNDER OR BY REASON OF
THIS SECURITY INSTRUMENT OR ANY OTHER LOAN DOCUMENT OR THE
EXERCISE OF RIGHTS OR REMEDIES HEREUNDER AND FROM ANY AND ALL
CLAIMS AND DEMANDS WHATSOEVER WHICH MAY BE ASSERTED AGAINST
AGENT BY REASON OF ANY ALLEGED OBLIGATIONS OR UNDERTAKINGS ON
ITS PART TO PERFORM OR DISCHARGE ANY OF THE TERMS, COVENANTS OR
AGREEMENTS CONTAINED IN ANY SUCH LEASE, REGARDLESS OF WHETHER
SUCH LIABILITY, LOSS, DAMAGE, CLAIMS OR DEMANDS ARE THE RESULT OF
THE NEGLIGENCE OR CLAIMS OF NEGLIGENCE OF AGENT AND/OR LENDERS
OR ANY STRICT LIABILITY BUT NOT THE GROSS NEGLIGENCE OR WILLFUL
MISCONDUCT OF AGENT AND/OR LENDERS. Should Agent or Lenders incur any such
liability, the amount thereof, including costs, expenses and reasonable attorney's fees, shall be
secured hereby and Borrower shall reimburse Agent therefor immediately upon demand.
Nothing in this Section shall impose any duty, obligation or responsibility upon Agent or
Lenders for the control, care, operation, management or repair of the Property, nor for the
carrying out of any of the terms and conditions of any such lease; nor shall it operate to make
Agent or Lenders responsible or liable for any waste committed on the Property by the tenants or
by any other parties or for any dangerous or defective condition of the Property, OR FOR ANY
NEGLIGENCE IN THE OPERATION, MANAGEMENT, UPKEEP, REPAIR OR
CONTROL OF THE PROPERTY RESULTING IN LOSS OR INJURY OR DEATH TO
ANY TENANT, LICENSEE, EMPLOYEE OR STRANGER OR ANY STRICT
LIABILITY. Borrower hereby assents to, ratifies and confirms any and all actions of Agent or
Lenders with respect to the Property taken under this Section. For purposes of this Section, the
term “Agent” or “Lenders” shall include the directors, officers, employees, attorneys and agents
of Agent or Lenders and any persons or entities owned or controlled by, owning or controlling,
or under common control or affiliated with Agent or Lenders.

44  Poreclosure. Upon the occurrence of any Event of Default, in addition to any
other rights or remedies granted or available to Agent and Lenders hereunder or under the other
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Loan Documents, at law, in equity or otherwise, Agent on behalf of Lenders may declare all
sums secured hereby immediately due and payable by delivery to Trustee of written declaration
of an Event of Default and demand for sale and this Security Instrument shall remain in force;
and said Trustee or its successor or successors as hereinafter provided for, at the request of the
legal holder of the aforesaid Note, may proceed to sefl the Property hereinbefore conveyed, or
any part thereof, at public venue or outcry at the place then customarily employed for that
purpose in the county where the Property are located to the highest bidder for cash, first giving
the public notice as required by law of the time, terms and place of sale and description of the
property to be sold, by advertisement published as is provided by the laws of the State of
Missouri then in effect, and on such sale Trustee shall receive the proceeds thereof and shall
execute a deed or deeds, in fee simple to the property sold, to the purchaser or purchasers
thereof, and any deed made by Trustee in pursuance of the power herein granted and all recitals
therein contained shall be conclusive proof of the facts therein set forth. At such sale, Agent
shall be entitled to bid for or purchase the mortgaged Property, the same as any third person
might do. Trustee shall pay out the proceeds of such sale, first, the cost and expense of
executing this trust, including attorneys fees of the Trustee and lawful compensation to the
Trustee for its services as provided by statute, next, it shall repay any money advanced for taxes,
insurance or other advances or charges with interest thereon, as above provided, next, the amount
unpaid on said Note together with the interest accrued thereon and all overdue payments and
charges provided for herein and all other sums or amounts due under the terms of any of the
Loan Documents, and, the remainder, if any, shall be paid to such parties as may legally be
entitled thereto. Notwithstanding anything to the contrary in this paragraph or any other
provision hereof, all rights of the Agent or any other legal holder of the Note, including Lenders,
including without limitation, to commence a lawsuit for payment of the Note, to foreclose this
Security Instrument by judicial action or to take any other legal action to enforce this Security
Instrument by judicial action or to take any other legal action to enforce payment of said secured
indebtedness, by court proceedings for legal or equitable relief, or otherwise, shall remain intact
and may be pursued by Agent or such other legal bolder including Lenders, at its option and in
its sole discretion.

45 Receiver. In addition to all other remedies herein provided for, Borrower agrees
that upon the occurrence and during the continuance of an Event of Default hereunder, Agent on
behalf of Lenders shall as a matter of right be entitled to the appointment of a receiver or
receivers for all or any part of the Property, whether such receivership be incident to a proposed
sale of such property or otherwise, and without regard to the value of the Property or the
solvency of any person or persons lable for the payment of the indebtedness secured hereby, and
Borrower does hereby consent to the appointment of such receiver or receivers, waives any and
all defenses to such appointment and agrees not to oppose any application therefor by Agent, but
nothing herein is to be construed to deprive Agent of any other right, remedy or privilege it may
now have under the law to have a receiver appointed; provided, however, that the appointment of
such Teceiver, trustee or other appointee by virtue of any court order, statute or regulation shall
not impair or in any manner prejudice the rights of Agent to receive payment of the Rents and
income pursuant to Section 3.1 hereof. Any money advanced by Agent or Lenders in connection
with any such receivership shall be a demand obligation owing by Borrower to Agent and shall
bear interest from the date of making such advancement by Agent or Lenders until paid at the
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Default Rate and shall be a part of the secured indebtedness and shall be secured by this Security
Instrument and by any other instrument securing the secured indebtedness.

4,6  Agent as Purchaser. Agent on behalf of Lenders shall have the right to become
the purchaser at any sale held by any Trustee or substitute or successor or by any receiver or
public officer, and Agent on behalf of Lenders shall have the right to credit upon the amount of
the bid made therefor, to the extent necessary to satisfy such bid, the secured indebtedness owing
to Bank Parties.

47  Uniform Commercial Code. Upon the occurrence and during the continuance of
an Event of Default, Agent on behalf of Lenders may exercise its rights of enforcement with
respect to the Collateral under the Uniform Commercial Code of the state where the Real
Property is located, as amended (the “UCC™), and in conjunction with, in addition to or in
substitution for those rights and remedies:

(@) Agent on behalf of Lenders may enter upon the Propesty to take
possession of, assemble and collect the Collateral or to render it unusable; and

()  Agent on behalf of Lenders may require Borrower to assemble the
Coliateral and make it available at a place Agent designates which is mutually convenient
to allow Agent on behalf of Lenders to take possession or dispose of the Collateral; and

(¢)  written notice mailed to Borrower as provided herein 10 days prior to the
date of public sale of the Collateral or prior to the date after which private sale of the
Collateral will be made shall constitute reasonable notice; and

(d  any sale made pursuant to the provisions of this Section shall be deemed
to have been a public sale conducted in a2 commercially reasonable manner if held
contemporaneously with the sale of the Real Property under power of sale as provided
herein upon giving the same notice with respect to the sale of the Collateral hereunder as
is required for such sale of the Real Property under power of sale; and

()  in the event of a foreclosure sale, whether made by the Trustee under the
terms hereof, or under the judgment of a court, the Collateral and the Real Property may,
at the option of Agent, be sold as a whole; and

4] it shall not be necessary that Agent take possession of the Collateral or any
part thereof prior to the time that any sale pursuant to the provisions of this Section is
conducted and it shall not be necessary that the Collateral or any part thereof be present at
the location of such sale; and

() prior to application of proceeds of disposition of the Collateral to the
secured indebtedness, such proceeds shall be applied to the reasonable expenses of
retaking, holding, preparing for sale or lease, selling, leasing and the like and the
reasonable attorney’s fees and legal expenses incurred by Agent or Lenders; and
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(h)  any and all statements of fact or other recitals made in any bill of sale or
assignment or other instrument evidencing any foreclosure sale hereunder as to
nonpayment of the indebtedness or as to the occurrence of any Event of Default, or as to
Agent having declared all of such indebtedness to be due and payable, or as to notice of
time, place and terms of sale and of the properties to be sold having been duly given, or
as to any other act or thing having been duly done by Agent, shall be taken as prima facie
evidence of the truth of the facts so stated and recited; and

6] Agent may appoint or delegate any one or more persons as agent to
perform any act or acts necessary or incident to any sale held by Agent, including the
sending of notices and the conduct of the sale, but in the name and on behalf of Agent.

48  Remedies Cumulative. All remedies herein expressly provided for are
cumulative of any and all other remedies existing at law or in equity and are cumulative of any
and all other remedies provided for in any other instrument securing the payment of the secured
indebtedness, or any part thereof, or otherwise benefiting Bank Parties, and the Trustee and Bank
Parties shall, in addition to the remedies herein provided, be entitled to avail themselves of all
such other remedies as may now or hereafter exist at law or in equity for the collection of the
secured indebtedness and the enforcement of the covenants herein and the foreclosure of the
liens and security interests evidenced hereby, and the resort to any remedy provided for
hereunder or under any such other instrument or provided for by law shall not prevent the
coneurrent or subsequent employment of any other appropriate remedy or remedies.

49  Resort to Any Security. Agent on behalf of Lenders may resort to any security
given by this Security Instrument or to any other security now existing or hereafter given to
secure the payment of the secured indebtedness, in whole or in part, and in such portions and in
such order as may seem best to Agent in its sole and uncontrolled discretion, and any such action
shall not in anywise be considered as a waiver of any of the rights, benefits, liens or security
interests evidenced by this Security Instrument.

410 Waiver. To the full extent Borrower may do so, Borrower agrees that Borrower
will not at any time insist upon, plead, claim or take the benefit or advantage of any law now or
hereafter in force pertaining to the rights and remedies of sureties or redemption, and Borrower,
for Borrower and Borrower’s heirs, devisees, representatives, successors and assigns, and for any
and all persons ever claiming any interest in the Property, to the extent permitted by law, hereby
waives and releases all rights of redemption, valuation, appraisement, stay of execution, notice of
intention to mature or declare due the whole of the secured indebtedness, notice of election fo
mature or declare due the whole of the secured indebtedness and all rights to a marshaling of the
assets of Borrower, including the Property, or to a sale in inverse order of alienation in the event
of foreclosure of the liens and security interests hereby created. Borrower shall not have or
assert any right under any statute or rule of law pertaining to the marshaling of assets, sale in
inverse order of alienation, the exemption of homestead, the administration of estates of
decedents or other matters whatever to defeat, reduce or affect the right of Agent or Lendets
under the terms of this Security Instrument to a sale of the Property for the collection of the
secured indebtedness without any prior or different resort for collection, or the right of Agent or
Lenders under the terms of this Security Instrument fo the payment of such indebtedness out of
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the proceeds of sale of the Property in preference to every other claimant whatever. If any law
referred to in this Section and now in force, of which Borrower or Borrower's heirs, devisees,
representatives, successors and assigns and such other persons claiming any interest in the
Property might take advantage despite this Section, shall hereafter be repealed or cease to be in
force, such law shall not thereafter be deemed to preclude the application of this Section.

4.11 Delivery of Possession After Foreclosure. In the event there is a foreclosure sale
hereunder and at the time of such sale Borrower or Borrower's heirs, devisees, representatives,
successors or assigns or any other persons claiming any interest in the Property by, through or
under Borrower are occupying or using the Property, or any part thereof, each and all shall
jmmediately become the tenant of the purchaser at such sale. Subject to the terms of any
applicable non-disturbance and/or attornment agreement between Agent and any tenant(s) of the
Property, such tenancy shall be a tenancy from day-to-day, terminable at the will of either
landlord or tenant, at a reasonable rental per day based upon the value of the portion of the
Property occupied, such rental to be due daily to the purchaser. In the event the tenant fails to
surrender possession of the portion of the Property upon demand, the purchaser shall be entitled
to institute and maintain an action for forcible entry and detainer of said property in any court of
competent jurisdiction in which such property, or any part thereof, is situated.

412 Tender After Acceleration. If, following the occurrence of an Event of Default
and the acceleration of the secured indebtedness but prior to the foreclosure of this Security
Tnstrument against the Property, Borrower shall tender to Agent payment of an amount sufficient
to pay the entire secured indebtedness, such tender shall be deemed to be & voluntary prepayment
under the Note and, consequently, Borrower shall also pay to Agent any charge or premium
required under the Loan Agreement to be paid in order to prepay principal; provided, however,
that in no event shall any amount payable under this Section, when added to the interest
otherwise payable on the Note and the other secured indebtedness, exceed the maximum interest
permitted under applicable law.

4.13 Collection Expenses. Upon the occurrence of an Event of Default, Borrower
shall reimburse Bank Parties for all expenses incurred by Bank Parties as a result of such Event
of Default, including, but not limited to, all travel costs, third-party appraisal fees, environmental

report preparation and testing fees, architectural and engineering expenses, and legal fees and
expenses,

ARTICLE V.

Miscellaneous
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5.1  Release. If all of the secured indebtedness be paid as the same becomes due and
payable and if all of the covenants, warranties, undertakings and agreements made in this
Security Instrument are kept and performed, then and in that event only, all rights under this
Security Instrument shafl terminate and the Property shall become wholly clear of the liens,
security interests, conveyances and assignments evidenced hereby, which shall be released by
Agent and Lenders in due form at Borrower's cost. Section 2.11 of the Loan Agreement
provides for partial releases of certain Facilities (including the Property), subject to the terms
thereof.

5.2 Trustee.

(a)  Trustee accepts this ftrust when this Security Instrument executed and
acknowledged is made a public record as provided by law. Trustee is not obligated to
notify any party hereto of pending sale under any other deed of trust or of any action or
proceeding in which Borrower, Agent, Lenders or Trustee shall be a party unless brought
by Trustee. Trustee hereby lets the Property to Borrower and assigns until this Security
Instrument is released and satisfied or until an Event of Default occurs, on the following
terms: Borrower and all persons claiming or possessing the Property or any part thereof
shall pay rent therefore during the term at one cent (1¢) per month payable upon demand,
and shall and will surrender peaceful possession of the Property, and every part thereof,
to Trustee immediately on such Event of Default and without notice or demand therefore,
and thereupon Trustee shall be entitled to the Rents, revenues, incomes and profits
therefrom as hereinabove provided; provided nothing in this Security Instrument shall be
construed to prevent Agent on behalf of Lenders from having and taking every legal
means to enforce payment of the Note, and each installment thereof, without having first
enforced this Security Instrument.

(b)  Agent, from time to time, may substitute another Trustee in place of the
Trustee named herein, to execute the trusts hereby created; and upon such appointment,
and without conveyance to the successor frustee, the successor trustee shall be vested
with all the title, interest, powers, duties and trusts in the Property hereby vested in or
conferred upon Trustee herein named. Each such appointment and substitution shall be
made by written instrument executed by the Agent containing reference to this Security
Instrument sufficient to identify it, which instrument, when recorded in the office of the
County Recorder of the county or counties (or, in the case of the City of St. Louis, the
Recorder of Deeds for such city) in which the Property is situated, shall be conclusive
proof of proper appointment of the successor trustee. The recital or statement, in any
instrument executed by Trustee in pursuance of any of said trusts, of the due
authorization of any agent of the Trustee executing the same shall for all purposes be
conclusive proof of such authorization. In the event any foreclosure advertisement is
running or has run at the time of an appointment of a substitute Trustee, the substitute
Trustee may to the extent permitted by applicable law, consummate the advertised sale
without the necessity of republishing such advertisement. The Trustee may resign at any
time on giving written notice to Botrower and Agent.
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(¢)  No Trustee shall be disqualified from acting as Trustec hereunder, or from
performing any of the duties as Trustee or from exercising the rights, powers, and
remedies herein granted by reason of the fact such Trustee is an officer, employer or
stockholder of the Agent or a Lender, or is interested, directly or indirectly, as the holder
of the Note hereby secured, Borrower hereby expressly consenting to Trustee acting as
such Trustee irrespective of the fact that Trustee might otherwise be disqualified for any
of the foregoing reasons, and that any interest which such Trustee or any successor shall
have or may acquire in the debt hereby secured, or the Property hereby conveyed, shall
neither interfere with nor prevent their acting as Trustee or from purchasing the Property
at the sale, and all parties waive any objection to Trustee or from purchasing the Property
at the sale, and all parties waive any objection to Trustee having acquiring any such
interest in the debt or property aforesaid and continuing to act as such Trustee.

5.3  Liability and Indemnification of Trustee. THE TRUSTEE SHALL NOT BE
LIABLE FOR ANY ERROR OF JUDGMENT OR ACT DONE BY THE TRUSTEE IN
GOOD FAITH, OR BE OTHERWISE RESPONSIBLE OR ACCOUNTABLE UNDER
ANY CIRCUMSTANCES WHATSOEVER (INCLUDING THE TRUSTEE'S
NEGLIGENCE), EXCEPT FOR THE TRUSTEE'S GROSS NEGLIGENCE OR
WILLFUL MISCONDUCT. The Trustee shall have the right to rely on any instrument,
document or signature authorizing or supporting any action taken or proposed to be taken by him
hereunder, believed by him in good faith to be genuine. All moneys received by the Trustee
shall, until used or applied as herein provided, be held in trust for the purposes for which they
were received, but need not be segregated in any manner from any other moneys (except to the
extent required by law), and the Trustee shall be under no liability for interest on any moneys
received by him hereunder. BORROWER WILL REIMBURSE THE TRUSTEE FOR, AND
INDEMNIFY AND SAVE HIM HARMLESS AGAINST, ANY AND ALL LIABILITY
AND EXPENSES (INCLUDING REASONABLE ATTORNEYS' FEES) WHICH MAY
BE INCURRED BY HIM IN THE PERFORMANCE OF ITS DUTIES HEREUNDER
(NCLUDING ANY LIABILITY AND EXPENSES RESULTING FROM THE
TRUSTEE'S OWN NEGLIGENCE). The foregoing indemnity shall not terminate upon
release, foreclosure or other fermination of this Security Instrument.

54  Waiver by Bank Parties. Bank Parties may at any time and from time to time (a)
waive or not enforce compliance by Borrower with any covenant herein or in the Loan
Documents made by Borrower, (b) consent to Borrower doing any act which Borrower is
prohibited from doing under the Loan Documents, or consent to Borrower failing to do any act
which Borrower is required to do under the Loan Documents, (¢) release any part of the
Property, or any interest therein, from the lien and security interest of this Security Instrument
without impairing or releasing the lien of this Security Instrument on the remainder of the
Property or affecting the liability of Borrower or any guarantor, or (d) release any party liable,
either directly or indirectly, for the secured indebtedness or for any covenant herein or in the
Loan Documents, without impairing or releasing the liability of any other party. No such act

shall in any way impair the rights of Agent or Lenders hereunder except to the extent specificaily
agreed to by Agent in writing,
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5.5  Actions by Bank Parties. The lien, security interest and other security rights of
Bank Partics hereunder and in any other Loan Document shall not be impaired by any
indulgence, moratorium or release granted by Bank Parties, including but not limited to (a) any
renewal, extension, increase or modification which Bank Parties may grant with respect to any
secured indebtedness, (b) any surrender, compromise, release, renewal, extension, exchange or
substitution which Bank Parties may grant in respect of the Property, or any part thereof or any
interest therein, or (c) any release or indulgence granted to any endorser, guarantor or surety of
any secured indebtedness. The taking of additional security by Bank Parties shall not release or
impair the lien, security interest or other security rights of Agent or Lenders hereunder or affect
the Hability of Borrower or of any endorser or guarantor or other surety or improve the right of
any permitted junior lienholder in the Property.

5.6  Rights of Bank Parties. Agent may waive any Event of Default without waiving
any other prior or subsequent Event of Default. Agent may remedy any Event of Default without
waiving the Event of Default remedied. Neither the failure by Agent or Lenders to exexcise, nor
the delay by Agent or Lenders in exercising, any right, power or remedy upon any Event of
Default shall be construed as a waiver of such Event of Default or as a waiver of the right to
exercise any such right, power or remedy at a later date. No single or partial exercise by Agent
of any right, power or remedy hereunder shall exhaust the same or shall preclude any other or
further exercise thereof, and every such right, power or remedy hereunder may be exercised at
any time and from time to time, No modification or waiver of any provision hereof nor consent
to any departure by Borrower therefrom shall in any event be effective unless the same shall be
in writing and signed by Agent and then such waiver or consent shall be effective only in the
specific instances, for the purpose for which given and to the extent therein specified. No potice
to or demand on Borrower in any case shall of itself entifle Borrower to any other or further
notice or demand in similar or other circumstances. Acceptance by Agent of any payment in an
amount less than the amount then due on any secured indebtedness shall be deemed an
acceptance on account only and shall not in any way affect the existence of an Event of Default
hereunder.

5.7  Notification of Account Debtors, Agent may at any time after the occurrence
and during the continuance of an Event of Default by Borrower notify the account debtors or
obligors of any accounts, chattel paper, negotiable instruments or other evidences of
indebtedness included in the Collateral to pay Agent directly.

58  Fixture Filing. This Security Instrument shall be effective as a financing
statement filed as a fixture filing with respect to all fixtures included within the Property and is
to be filed for record in the real estate records in the Office of the County Recorder where the
Property {including said fixtures) is sitwated. This Security Instrument shall also be effective as a
financing statement covering as-extracted collateral and is to be filed for record in the real estate
records of the county where the Property is situated. The mailing address of Borrower (as
debtor) and the address of Agent and Lenders (as secured parties) from which information
concerning the security interest may be obtained are the addresses of Borrower and Agent and
Lenders set forth on the first page of this Security Instrument.
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5.9  Filing and Recordation; Authorization fo File. Borrower will cause this Securify
Instrument and all amendments and supplements hereto and substitutions for this Security
Instrument and all financing statements and continuation statements relating hereto to be
recorded, filed, re-recorded and refiled in such manner and in such places as Agent shall
reasonably request, and will pay all such recording, filing, re-recording and refiling taxes, fees
and other charges. Borrower hereby irrevocably authorizes Agent on behalf of Lenders at any
time and from time to time io file, without the signature of Borrower, in any jurisdiction any
amendments to existing financing statements and any initial financing statements and
amendments thereto that (a) indicate the Property (i) as “all assets of Borrower and all proceeds
thereof, and all rights and privileges with respect thereto” or words of similar effect, regardless
of whether any particular asset comprised in the Property falls within the scope of Article 9 of
the UCC, o (ii) as being of an equal or lesser scope ot with greater detail; (b) contain any other
information required by subchapter E of Article 9 of the UCC for the sufficiency or filing office
acceptance of any financing statement or amendment, including whether Borrower is an
organization, the type of organization and any organization identification number issued to
Borrower; and (c) ate necessary to properly effectuate the transactions described in the Loan
Documents, as determined by Agent in its discretion. Borrower agrees to furnish any such
information to Agent promptly upon its reasonable request. Borrower further agrees that a
carbon, photographic or other reproduction of this Agreement or any financing statement
describing any Property is sufficient as a financing statement and may be filed in any jurisdiction
by Agent.

5.10 Dealing with Successor. In the event the ownership of the Property or any part
thereof becomes vested in a person other than Borrower, Agent may, without notice to Borrower,
deal with such successor or successors in interest with reference to this Security Instrument and
to the indebtedness secured hercby in the same manner as with Borrower, without in any way
vitiating or discharging Borrower's liability hereunder or for the payment of the indebtedness
secured hereby. No sale of the Property, no forbearance on the part of Bank Parfies and no
extension of the time for the payment of the indebtedness secured hereby given by Bank Parties
shall operate to release, discharge, modify, change or affect, in whole or in part, the liability of
Borrower hereunder or for the payment of the indebtedness secured hereby or the liability of any
other person hereunder or for the payment of the indebtedness secured hereby, except as agreed
to in writing by Agent.

5.11 Place of Payment. The Note and all other secured indebtedness which may be
owing hereunder at any time by Borrower shall be payable at the place designated in the Note, or
if no such designation is mads, at the office of Agent at the address indicated in this Security
Instrument, or at such other place in Dallas County, Texas as Agent may designate in writing.

512 Subrogation. To the extent that proceeds of the Note are used to pay
indebtedness secured by any outstanding lien, security inferest, charge or prior encumbrance
against the Property, such proceeds have been advanced by Bank Parties at Borrower's request
and Bank Parties shall be subrogated to any and all rights, security interests and liens owned or
held by any owner or holder of such outstanding liens, security interests, charges or
encumbrances, irrespective of whether said liens, security interests, charges or encumbrances are
released; provided, however, that the terms and provisions of this Security Instrument shall
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govern the rights and remedies of Bank Parties and shall supersede the terms, provisions, rights
and remedies under and pursuant to the instruments creating the lien or liens to which Bank
Parties are subrogated hereunder.

5.13 Application of Indebtedness. If any part of the secured indebtedness cannot be
lawfully secured by this Security Instrument or if any part of the Property cannot be lawfully
subject to the lien and security interest hereof to the full extent of such indebtedness or if the lien
and security interest of the secured indebtedness of this Security Instrument are invalid or
unenforceable as to any part of the secured indebtedness or as to any part of the Property, then all
payments made on the secured indebtedness, whether voluntary or under foreclosure or other
enforcement action or procedure, shall be applied on said indebtedness first in discharge of that
portion thereof which is unsecured in whole or in part by this Security Instrument.

5.14 Notice. Any notice, request, demand or other communication required or
permitted hereunder, or under the Note, or under any other instrument securing the payment of
the Note (aniess otherwise expressly provided therein) shall be given in the manner set forth in
the Loan Agreement.

5.15 MHeirs, Successors and Assigns. The terms, provisions, covenants and conditions
hereof shall be binding upon Borrower, and the heirs, devisees, representatives, successors and
assigns of Borrower including all successors in interest of Borrower in and to all or any part of
the Property, and shall inure to the benefit of Bank Parties and their respective heirs, successors,
substitutes and assigns and shall constitute covenants running with the land. All references in
this Security Instrument to the Trustee, Borrower or Bank Parties shall be deemed to include all
such heirs, devisees, representatives, successors, substitutes and assigns.

5.16 Severability. A determination that any provision of this Security Instrument is
unenforceable or invalid shall not affect the enforceability or validity of any other provision and
any determination that the application of any provision of this Security Instrument to any person
or circumstance is illegal or unenforceable shall not affect the enforceability or validity of such
provision as it may apply to any other persons or circumstances. ‘

5.17 Qender and Number. Within this Security Instrument, words of any gender shall
be held and construed to include any other gender, and words in the singular number shall be
held and construed to include the plural, and words in the plural number shall be held and
construed to include the singular, unless in each instance the context otherwise requires.

5.18 Counterparts. This Security Instrument may be executed in any number of
counterparts with the same effect as if all parties hereto had signed the same document. All such
counterparts shall be construed together and shall constitute one instrument, but in making proof
hereof it shall only be necessary to produce one such counterpart.

5.19 Joint and Several. Where two or more persons or entities have executed this
Security Instrument, unless the context clearly indicates otherwise, the term “Borrower” as used
in this Security Instrument means the granfors hereunder or either or any of them and the
obligations of Borrower hereunder shall be joint and several.
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520 Headings. The Section headings contained in this Security Instrument are for
convenience only and shall in no way enlarge or limit the scope or meaning of the various and
several Sections hereof.

521 Modification or Termination. The Loan Documents may only be modified or
terminated by a written instrument or instruments executed by the party against which
enforcement of the modification or termination is asserted. Any alleged modification or
termination which is not so documented shall not be effective as to any party.

522 Negation of Partnership. Nothing contained in the Loan Documents is intended
to create any partnership, joint venture or association between Borrower and Bank Parties, or in
any way make any Bank Party a co-principal with Borrower with reference to the Property, and
any inferences o the contrary are hereby expressly negated.

523 APPLICABLE LAW. THIS SECURITY INSTRUMENT AND THE
RIGHTS AND OBLIGATIONS OF THE PARTIES HEREUNDER SHALL IN ALL
RESPECTS BE GOVERNED BY, AND CONSTRUED AND ENFORCED IN
ACCORDANCE WITH, THE LAWS OF THE STATE OF TEXAS (WITHOUT GIVING
EFFECT TO TEXAS' PRINCIPLES OF CONFLICTS OF LAW) AND THE LAW OF
THE UNITED STATES APPLICABLE TO TRANSACTIONS IN SUCH STATE,
EXCEPT FOR THOSE PROVISIONS IN THIS SECURITY INSTRUMENT
PERTAINING TO THE CREATION, PERFECTION OR VALIDITY OF OR
EXECUTION ON LIENS OR SECURITY INTERESTS ON PROPERTY LOCATED IN
THE STATE WHERE THE REAL PROPERTY 1S LOCATED, WHICH PROVISIONS
SHALL BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE
LAWS OF THE STATE WHERE THE REAL PROPERTY IS LOCATED AND
APPLICABLE UNITED STATES FEDERAL LAW,

524 Statutory Notice. The following notice is included in compliance with Rev.
Stat, MO. Section 432.045: Oral agreements or commitments to loan money, extend credit
or to forbear from enforcing repayment of a debt including promises to extend or renew
such debt are mot enforceable. To protect Borrower, Agent and Lenders from
misunderstanding or disappointment, any agreements reached by such parties covering
such matters are contained in the Loanr Documents, which collectively are the complete and
exclusive statement of the agreement between the parties hereto, except as they may later
agree in writing to modify the Loan Documents.

525 Limitation of Liability. Section 8 (Limitation of Liability) of the Note is
incorporated herein,

526 Roles and Responsibilities. Section 1.7 (Roles and Responsibilities) of the Loan
Agreement is incorporated herein.
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IN WITNESS WHEREQF, Borrower to be effective as of the . ﬂ day of March, 2005,
has caused this Deed of Trust, Security Agreement and Assignment of Rents to be executed
under seal.

KG MISSOURI-CC OWNER, LLC, a Delaware
limited liability company

By: LSzt
R. Stanley Young, Vi@%s&{e

STATE OF TEXAS )

)
COUNTY OF DALLAS )

On this 2.4 day of March, in the year 2005, before me, Kimbely A Bohows 5
Notary Public in and for said state, personally appeared R. Stanley Young, Vice President of KG
MISSOURI-CC OWNER, LLC, a Delaware limited liability company, known to me to be the
person who executed the within Deed of Trust on behalf of KG MISSOURI-CC OWNER, LLC,
a Delaware limited liability company, and acknowledged to me that he/she executed the same for

the purposes therein stated.
\;B(m/(mﬁ-. 4. B

Notary Public in and for said County and State
K‘lh }?if')y /q"' B"hm
Typed or Printed Name of Notary Public

My Commission Expires:

RECORDING REQUESTED BY AND
WHEN RECORDED RETURN TO:

PREPARED BY AND WHEN
RECORDEYD RETURN TO:
Thompsen & Knight L.L.P.
1700 Pacific Avenue, Suite 3300
Dallas, Texas 75201

Attention: StaciJ, Strong
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EXHIBIT A

Legal Description

Atract of land being in U.S. Survey 1962, Township 45 Noxth, Range 5 East, City of Creve Caoeur, St. Louis
County, Missouri, and bein? more particutarly described as follows: Beginning at an old stone atthe Nothwest
comer of PARK WEST PLAT FIVE, as recorded in Plat Book 96 Page 30 of the St. Louis County, Missouri
records: therice along the Southwest line of said Park Wast Plat Five and the Southwest line of N/F Robert
Terranova J/T etal, as recorded in Deed Book 11908 Page 2460 of the St, Louls County, Missour records,
South 29 degrees 26 minutes 46 seconds East 771,54 fest to the North corner of N/F Caplaco Nine, Inc., @
Missouri corporation, as recorded in Deed Book 8244 page 2387 of the St. Louls County, Missourl records;
thence along the Northwest line of said Caplaco Nine. Inc., South 60 degrees 12 minutes 60 seconds West
531.48 feet 10 the Northeast right-of-way line of Craig (60 feet wide) Roadl; thence along said Northeast
right-of-way fine the following courses and distances: North 29 degrees 48 minutes 01 second West 81,93 feet
along a curve to the left with a radius of 984,93 feet, an arc fength of 226,62 feet, and a chord beating North 36
dearees 26 minutes 45 secands West; North 43 degrees DS minutes 45 seconds West 8.24 feet along a curve
to the right with a radius of 924.93 feet, anarc | of 448.25 feet, and a chord bearing North 25d 12
- minutes 45 seconds West; North 15 degrees 18 mimutes 45 seconds West §.44 feet along a curve to the right
with a radius of 686.20 feet, an arc length of 187,44 feet, and a chord hearing North 07 degrees 30 minutes 16
seconds West to the Southwest comer of The Enclave At Mooriand Estates, as recorded m Plat Book 339
Pages 48-43 of the St. Loils County, Missourl records; thence along the South fine of sald The Enctave At
Mooretand Estates, North 82 degrees 45 minues 20 seconds East 178.17 feet; thence North 09 degrees 21
minutes 48 seconds East 49.94 feet; thence North 82 degrees 45 minutes 23 seconds East 263.67 feet; thence
South 09 degrees 26 minutes 28 seconds West 49,96 feét; thence Narth 60 degrees 17 minites 10 seconds
East 78.10 feet to the point of beginning. _
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DIVIDER II — 8. Community Served



State of Missouri

CON Application

Brookdale Senior Living

The Hallmark of Creve Coeur

Divider-II Proposal Description:

8. Define the community to be served.

Many of the Hallmark of Creve Coeur residents are now starting to age in place and will
require a higher level of care to be able to continue to live in their home at The Hallmark.
To serve this purpose, the community seeks this Certificate of Need and licensure for
Assisted Living. We feel that an assisted living component will fulfill the needs of our
internal residents throughout the years.

The addition of Assisted Living for residents that currently live in the building would
save many residents (some who moved in when the building opened) from having to
move out of their home. As these seniors age in place, it is important to offer them the
next level of care in our community. They consider The Hallmark their home and do not
want to move to another community. Adding this assisted living capability will offer
them the ability to stay in the home they know and allow them to get the services that
they need. '

Assisted Living services allow seniors to be the best they can physically, with nursing
oversight and medication management — it also provides for them nutritional wellbeing.

The Hallmark allows its residents to pursue what we call an Optimum Life, which means
to be the best they can in six crucial areas of wellness: socially, intellectually, spiritually,
purposefully, physically and emotiopally; it also gives them purpose through great
programming opportunities. One such programming example is our Ladies of The
Hallmark Club which is 97 residents strong. As a group, they donated 870 Ibs. of can
goods to the St. Louis Food Bank. These ladies, many of whom were volunteers in their
local community before they moved to the Hallmark are able to give back and make a
positive impact on the lives of others. They may not be able to drive any longer but The
Hallmark affords them the opportunity to join together to make a difference. This gives
them purpose in their lives, as well as a sense of being; they also have good old fun at
their social events.

Our specific programming is only one advantage to our community. There are hundreds
of examples of why this community is successful. The Hallmark is not just a building
that houses seniors, it is a community of seniors that come together to live well. The
addition of assisted living at The Hallmark would extend the opportunity for these seniors
to have their Assisted Living needs met in the senior living community of their choosing.
The Hallmark has received countless letters over the years from family members
thanking the staff for making Mom or Dad’s last years rewarding, meaningful and
fulfilling. We would like to continue this tradition with the addition of Assisted Living.
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DIVIDER II - 9. 2015 Population Projections for the
15 mile radius of service area
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Zip

County

63005 St.

LouisCo

63010 Jefferson

63011 St
63017 St.
63021 St.
63025 St.
63026 St.
63031 St.
63033 St.
63034 St.
63038 St.
63040 St.
63042 St.
63043 St.
63044 St.

LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
l.ouisCo
LouisCo
LouisCo
LouisCo

63049 Jefferson

63074 St
63088 St.
63101 St.
63102 St.
63103 St
63104 St.
63105 St.
63106 St.
63107 St
63108 St.
63109 St.
63110 St.
63111 St.
63112 St
63113 St.
63114 St.
63115 St.
63116 St.
63117 St.
63118 St.
63119 St.
63120 St.
63121 St
63122 St.
63123 St.
63124 St
63125 St.
63126 St.
63127 St.
63128 St.
63129 St.
63130 St.
63131 St.
63132 St.
63133 St.
63134 St.
63135 St.
63136 St

LouisCo
LouisCo
Louis City
Louis City
Louis City
Louis City
LouisCo
Louis City
Louis City
Louis City
Louis City
Louis City
Louis City
Louis City
Louis City
LouisCo
Louis City
Louis Gity
LouisCo
Louis City
LouisCo
Louis City
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
L.ouisCo
LouisCo
LouisCo
LouisCo
L.ouisCo
LouisCo
LouisCo
LouisCo

Tot. Pop

23,110
42,934
38,931
40,635
58,784
13,777
43,596
44,982
42,388
18,401

6,802
12,638
17,396
20,648
11,555
15,706
13,748
10,782

1,306

2,198

3,847
19,475
12,389

6,290
10,901
23,020
34,583
20,208
23,924
18,261
11,112
33,765
23,174
55,704

8,370

32,091
32,411
10,805
25,686
34,980
46,951

9,140
28,933
13,696

3,926
28,557
52,838
32,684
15,183
12,101

6,059
10,824
20,209
48,810

1,357
5,713
6,109
8,646
5,133
1,311
3,607
7,302
7,886
2,320
518
849
2,447
2,559
2,208
1,511
2,506
1,266
348
183
727
1,412
2,130
722
1,211
3,089
5,404
1,707
3,062
2,290
1,746
5,465
3,655
6,282
1,473
2,342
7,187
1,128
3,571
7,763
11,994
2,880
7,005
3,676
1,222
6,802
6,804
4,014
3,100
2171
743
1,486
3,183
5,942

—5e



63137 St
63138 St.
63139 St
653140 St
63141 St.
63143 St.
63144 St.
63146 St
63147 St
63301 St
63303 St
63304 St
63341 St.
63366 St.
63376 St
Tofal

LouisCo
LouisCo
Louis City
LouisCo
LouisCo
LouisCo
LouisCo
LouisCo
Louis City
Charles
Charles
Charles
Charles
Charles
Charies

20,032
21,498
26,983
646
18,649
9,346
8,056
28,037
15,610
50,909
58,223
59,542
4,867
96,511
93,751
1,764,894

3,735
2,823
3,823

4,013
1,028
1,315
5,507
1,650
12,338
8,987
7,394
657
11,929
11,046
263,484
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CON 15 Mile Radius (City Map)

Hallmark of Creve Coeur
1 New Ballas Place
Creve Coeur, Missouri 63146




zZIp County
63010 Jefferson
63049 Jefferson
63049 Jefferson
Total

City Tot. Pop
Arnold city 21,227
Byrnes Mill city 3,402
Parkdale village 196
24,825

B8

65+

3,436

34
3,815



HALLMARK OF CREVE COEUR

1 NEW BALLAS PLACE
CREVE COEUR, MO 63146
ZIP POP TOTAL POP
POP W/O % IN W/0 CITY POP IN| INSIDE
ZIP CODE RADIUS | 65+ TOTAL | CITIESIN ZIP CITYPOP | CITYPOP |RADIUS| CITIES RADIUS RADIUS

63005 overlap 1,357 90 1,221
63010 out 5,713 0 0
63011 in 6,109 100 6,109
63017 in 8,646 100 8,646
63021 in 5,133 100 5,133
63025 overlap 1,311 60 787
63026 in 3,607 100 3,607
63031 in 7,302 100 7,302
63033 in 7,896 100 7,896
63034 overlap 2,320 70 1,624
63038 overlap 518 50 259
63040 in 849 100 849
63042 in 2,447 100 2,447
63043 in 2,559 100 2,559
63044 in 2,206 100 2,206
63049 overlap 1,511 | Byrnes Mill/Parkdale 379 1,132 60 679 3 682
63074 in 2,506 100 2,506
63088 in 1,266 100 1,266
63101 in 348 100 348
63102 in 183 100 183
63103 in 727 100 727
63104 in 1,412 100 1,412
63105 in 2,130 100 2,130
63106 in 722 100 722
63107 in 1,211 100 1,211
63108 in 3,089 100 3,089
63109 in 5,404 100 5,404
63110 in 1,707 100 1,707

\mﬁu\




63111 in 3,062 100 3,062
63112 in 2,290 100 2,290
63113 in 1,746 100 1,746
63114 in 5,465 100 5,465
63115 in 3,655 100 3,655
63116 in 6,282 100 6,282
63117 in 1,473 100 1,473
63118 in 2,342 100 2,342
63119 in 7,187 100 7,187
63120 in 1,128 100 1,128
63121 in 3,571 100 3,571
63122 in 7,763 100 7,763
63123 in 11,994 100 11,994
63124 in 2,880 100 2,880
63125 in 7,005 100 7,005
63126 in 3,676 100 3,676
63127 in 1,222 100 1,222
63128 in 6,802 100 6,802
63129 overlap 6,804 40 2,722
63130 in 4,014 100 4,014
63131 in 3,100 100 3,100
63132 in 2,171 100 2,171
63133 in 743 100 743
63134 in 1,486 100 1,486
63135 in 3,183 160 3,183
63136 in 5,942 100 5,942
63137 in 3,735 100 3,735
63138{ overlap 2,823 40 1,129
63139 in 3,823 100 3,823
63140 in 64 100 64
63141 in 4,013 100 4,013
63143 in 1,028 100 1,028
63144 in 1,315 100 1,315
63146 in 5,507 100 5,507
63147 in 1,650 100 1,650
63301 overlap 12,338 90 11,042

57~




63303 in 8,987 100 8,987
63304 overlap 7,394 90 6,655
63341}  overlap 657 50 329
63366 out 11,929 0 0
63376f overlap 11,046 90 9,941
TOTAL 263,484 379 1,132 6,330 679 3 234,154

321146
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DIVIDER II - 10. Community problems or unmet
needs



State of Missouri

CON Application

Brookdale Senior Living

The Hallmark of Creve Coeur

Divider-II Proposal Description:

10. Identify specific community problems or unmet needs the proposal would
address.

Some of the current Hallmark residents have paid into their long term care insurance
policies for years and want to be able to access this benefit while remaining at The
Hallmark. In key studies on senior health, socialization has been identified as one of the
keys to successful aging and wellness. Families who have had to move their parents to
other communities after they have lived at The Hallmark for years, expressed concern
that their parent had to start over making friends and fitting into a new environment.
Change is hard for everyone, but especially for seniors. Making such a move after
acclimating to life at The Hallmark can be devastating to seniors and their health. By
adding a licensed assisted living component to The Hallmark, our current residents will
be able to age in place minimizing disruption in their lives. Additionally, they will be
able to financially take advantage of long term care insurance benefits without having to
move from their established home.

Current residents of the Hallmark also may have physical and mental challenges that
keep them from acclimating to another new environment (i.e., poor eyesight, diminished
ambulation, depression, forgetfulness, etc.). Consistency in their environment, in their
care and in their friends and staff members helps seniors to be the best they can be for as
long as possible. Adding a licensed assisted living component to The Hallmark of Creve
Coeur would be another positive step in assuring that residents will have such
consistency.
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DIVIDER II - 11. Utilization Projections through
the first 3 years of operation of the new LTC beds.

*Historical utilization projections for the past 3 years
are N/A.



Divider II1 - 11
Year 1 Year 2 Year 3

Amount of Utilization 13,323 14,600 14,600

-0 -



DIVIDER I — 12. Methods and assumptions used to
project utilizations



Divider IT — 12

Utilization is in “Patient Days”. Initial fill up of licensed beds includes 36
internal transfers from existing IL building and 4 outside admissions.



DIVIDER II — 13. Documentation of consumer-
needs and preferences have been included in planning
project and description how consumers had an
opportunity to provide input.



State of Missouri

CON Application

Brookdale Senior Living

The Hallmark of Creve Coeur

Divider-II Proposal Deseription:

13. Document that consumer needs and preferences have been included in
planning this project and describe how consumers had an opportunity to provide
input.

Our resident’s and family member’s needs and preferences have been the utmost priority
in planning to license The Hallmark as an Assisted Living facility.

We have carefully reviewed our cuzrent population, met with residents and family
members one on one and have identified key factors from which each of these residents
would benefit once a license has been provided, should the need ever arise. Through
detailed conversations with these individuals, we identified specific care needs this
license will enable us to meet. We have also found immense support for the program
from our residents and family members, During these interviews, residents unanimously
expressed a desire to stay in their home at The Hallmark. None of them preferred to
move. Their decision was supported by their families and loved ones.
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DIVIDER II — 14. Copies of letters of support



. AGE D2/82
12/20/2889 ©4:08 3148722539 CITY OF CREVE COEUR P

OFFICT OF THE

e CITY OF CREVE COEUR

v 200 NORTH NEW BALLAS-ROAD
CREVE COEUR. MISSOURI 83141

HAROLD {, [MELMANN

December 21, 2009

State of Missouni

Department of Health & Senior Services
Post Office Box 570

Jefferson City, Missouri 65102

To Whom It May Concern:

I would like to support the CON application for The Hallmark Creve Coeur to obtain an
Assisted Living license from the State of MO. The Hallmark is presently an independent
living community and accommodates many of our Jocal senjors. They provide an
exceptional quality of life for these seniors which will only be eribanced with the addition
of an Assisted Living license.

The Hallmark of Creve Coeur has been a member of our community for over seven years.

As the seniors who have moved in years ago, .age in place, they may need additional

medical oversight that an Assisted Living license will allow. I consider The Hallmark a

valuable part of our community. ‘We have many seniors in our local demographic who

have beeni long-time residents of Creve Coeur and would like the opporiunity to continue
_to live ai The Hallmark. '

Thank you for your consideration.

Sincerely,

Harold Dielmann
Mayor
City of Creve Coeur

> -



St_Louis Business Jrai Fax:314-621-6031  Dec 21 2009 09:0Bzn PQ02/002 .

815 Olive Street -
. Ste 100

‘St. Louis MO 63101

' 'iToWhom' It May Concern:

‘When iy mother Charlotte Sherberg, moved to The Hallmark in September, she had Just broken her
- pelvis and [ d d not think she would walk again. :

: ‘Thanks to the care and attenucm provided to her, Mam is much stronger and walks without asslstance. .
' :'She has decrded to make The Hallmark her permanent home which is a gresat relief to our famiiy

'_'.fThat’s why ! m wntmg in supportofThe Hallmark’s nequest to obta!n an Assisted meg ficense from the

o 'jsme OF BAISSOUIR ., oo

1

. " Sh‘ou!d iy mother’gcanditién deteriorate, L would like for herto 'stay in the samie environment. The
o 'Hallmark has become a haven for her (and for us}. We trust the care givers and the administrators.

i hope you'll took favorably on this petition. If you have any questions please feeal free to contact me

:-directly at 314-421—8310 o, shgrbeg@bzzlbumals com.

s : -Thank ygufor yourconSIdera‘tlon

lencerelyyours, e S

- VIPubllsher

- _St I.ou:s Busme&: Joumai

~U4



LAW OFI‘ICBS OF'

JOI-IN T, AI—ILQUIST | L L.C..

JormTAmaumAnom e ' - L “TELEPRONE: S4/8625110

MELISSA NIZWOEHNER, PARALRGAY, ST ﬁuBom;omAvn,,SUrrEsso oo - FACSEMILE: 31478525943

JENNEERKRLaM, LEGALSBORETARY . -0 . ... SrLOWmSMisouRienes t B-Miab!qmst@gabmlmil-com L

" December1,2009 -

.+ Mir. John Webster

Executive Director ; :
.. The Hallmaik of Creve Coeur
_#1 New Ballas Place *

Creve Coeur, MO 63146

Re' Fmal Matters and Payment for Rosahe A. Longo
Dear John. - L . A -

of Three Thousand Nine Hundred Dollars ($3,500. 00) which is comprised of Two Thotsand One .
‘Hundred Dollats ($2,100. 00) for August, September, and October of 2009 as well as Ons

" Huidred Dollars ($100.00) miaintenance and repair costs with respect to room 112 in assisted -

. living. That amount of Six Thousand Four Hundred Dollars ($6, 400. 00) has beeri teduced by the

" "Two Thousand Five Hundred Dollar ($2,500.00) secmty depos1t leaan a ba]ance due of Three
'Ihousand Nme Hundred Dol]m‘s ($3 900 00) .

Enclosed please ﬁnd a check drawn on the Rosahe Longo Revocable Trust in the amount

g A Every tlme 1 go by The Hallmark now it 1s strange to me because for over Six. (6) years |
a conimueusly had one of mote persons at The Hallmiark that T was charged wﬂh taking car¢ of.
.. During thoss six (6) plus yeds, I can tell you that I ' was very satisfied with all of the-services
‘ wlnch Esther Harawtch, And:ew Harawtch, and Rosalle Longo recelved durmg theu' stays.

R As you, 1 beheve, are aware, I amn the prmc1pa1 chocrlcader and bell- -ringer for The
 Hallimark and ' sure; before long, Iwull have other mdzwduals who wﬂl be the rec1p1ents of .
o your ﬁne servme Thank you 80 much' ERERR T : S AR

L If you have any quesuons or requu'e anythmg addmonal, please feelfreeto call or wnte B
meatanyhme o A O U STl e B e _

-.

R

L I T Ablquist e g

T TR
- .. Enclosure,




The State of Missouri

* Subj ect:

The Hallmark of Greve Coeur
'One New Ballas Place

. Creve Cosur, MO 63146

" December 17,2009

" "To Whom It May Concern,

. Inmy conversations with senior managemest at The Hallmark, I understand they are
- seeking an Assisted Living Ticense with the state. As attorney in fact for my father, Paul
. Meitha,wiho.is & résident at The Hallmerk, I feel this is:a positive stepinbecomingafull . ...
. service provider insenior care, My father considers ‘The Hallmark home and fully enjoys . - J
il that it hias to offer. My father currently suffers from dementia and wopld miost likely

nieed t6 move to anether facility if and most likely when his condition deteriorates. Witk

- the addition of assisted living my féither would not need to move. 1have already had to
" move my father once and it is.a trying time for one with dementia and their loved ones.
© .. ‘Furthémmore, I am currently secking guardianship for my father and fhis license would
" give anig the Ability fo cooidinate with The Hallmark the proper tapagetnent of my
.. - fathers affairs. Frofn iny perspective, being able to provide assistant living isan
" essential characteristic.of senior living and The Hallmark shuld be afforded this
*© opportunity. Please feel fiee to contact me if you would like o -discuss further.

“ . Pmail; jmaitha@patiiotcoal.com
¢ i Work: 314-275-3644
" Mobile: 314-809-1843

Cc - "Ray Leisure

b
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LARRY SHERBERG

2144 Lincoln Street
Hollywood, Florida 33020

Mailing Address
PO BOX 221650
Hollywood, Florida 33022

Phone 954-922-1995 Cellular 954-551-9267 Fax 954-923-1766

December 17, 2009

To whom it may concern;

T am writing to you as a son, whose mother resides at the Hallmark. My mother has
- - resided their for three months. It hastaken my sister-and I a few-yearsto-convincemy - -

mother that her quality of life would improve if she moved to the Hallmark. Her life has
improved and her mental status has improved by being in a congregate setting,.

By allowing the Hallmark to obtain an assisted living license would give my family
peace of mind. With the quality in which everything is done at the Hallmark, I am sure
would carryover to the care in their assisted living unit.

Knowing my mother could get the assistance she may need as she ages in "her” home is
very important. Moving for the elderly is very traumatic, especially knowing that they
most likely won't be going home again. Ibelieve this is called ‘aging in place’.

We grew up in Olivette, Mo. And to my knowledge there isn't an assisted living facility
in the area. Even if there is, [ would rather my mother stay where she presently is happy

- and has a network of friends.

Please allow the Hallmark to be licensed as a n Assisted Living Facility.

Sincerely, .

Larry S;erberg

//70 e
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. To Whom It May Concern

DANA AND MICHAEL ALTER -
29 HILLVALE DRIVE
~ SAINT LOUIS, MO 63105

‘December 17, 2009

Mlssoun Department of Health &. Semor Services
P.0. Box 570 :

Jefferson City, Missouri 65102

Re: The Hallmark of Creve Coeur

T am writing this letter in full snpport of The Hallmark of Creve Coeur s apphcatmn_ '

‘ to obtain an Assisted Living License from the State of Missouri.

My mother currently resides at 'I‘he Hallmark and has doné so since this past

. summer. She lives mdependently and, to the best of her abilities, avails herself of the

' many activities offered tothe residents. Under the nurturing and supportlve

*  environment created by The Hallmark’s management and- staff; my mother is living -

in a flourishing environment where she has been able to make many new friends
while caring for hér own needs. My mother has found a comfortable home at The

. Halimark and she would like to stay there as she continues to age and her need for

assistance increases. I would strongly prefer that she remain in her friendly and

" ‘known environment rather than having to disrupt her life in the later stages to find
an assisted hvmg facility that can accommodate her as the need arises. For that

_reason alone, my mother, and others like her, would benefit tremendously if the

- assistance she requires Jater in life can be delivered to her i in the place Where she :
_' currently livés and enj oys :

' As much as I support The I-Ial]mark’s apphcatlon on my mother’s beha]f I support
it even more for my father. The Hallmark was intended to be the home for both my

parents when they moved to St. Louis, Unfortunately, due to an illness, my father is o

currently residing at The Cedars where he can receive rehabilitation with the

expectations of returning to live at The Hallmark with my mother. Since my father .

_.will most hkely need and benefit from an assisted living program, I am hopeful that
-those semces can be prowded at The Halimark. This wonld allow my parents to

S R0



Missouri Department of Health & Semor Services
" Pagel : :
December 17, 2009

reside in the same buﬂdmg not only where their mdwldual needs can be met but
" where they can both be together as they have been for many years. Under- those

‘circumstances, whatever assistance my parents need can be provided in one place by :

- peoplé who already know and gracefully care for them. Moreover, having my
- parents in the sanie building will speed along my father ] recovery and greatly '
lmprove their quality of hfe.

I would also like to recognlze the management and staﬁ' of The Hallmark as & _
superb team that can seamlessly and smartly incorporate an assmted living program
- into thefr current operauons. The facility is well-managed ‘clean, and features a
_staff dedicated to.the.care of its residents. Everyone Lhave worked with at The .

o Hallmark js professional, responsible and acutely dedicated to.the well-being of the

. people they care for. In so many ways, The Hallmiark exceeds the.care and services -
~ of other similar facilities in the St. Louis area. To me, it makes practical and
. economic sense to issue thein an assisted living license so its management and staff .
can continue to provide excéptional and necessary services to their residents as their -
. residents continue to age and their daily living reqmrements mcrease -

I wﬂl be happy to dxscuss my comments in further detaxl and anytlme. Please feel

o free to contact m on my cell phone at 314 283.3588

Very truly yours,

. Michael D. Alter
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KEK ERIS TI NANCIAL g ROUP 13537 Barrett Parkway Dr., Suite 300

Manchester, MO 63021
affice 314,965,2626

toll free 866.774.2626
fax 314.965.2738

December 16, 2009

My-father-Constantine ). Kekeis currently lives at the Halimark of Creve
Coeur and we are very happy with his !‘gving arra ngements. We are at
the point in his life where he will need to move to an assisted living
facility. As soon as The Hallmark is licensed to facilitate such an
environment we will transfer his living arrangements to The Hallmarks
assisted living area so we will not have to relocate due to his health. He
will be able to stay in the same environment with the surroundings and
people that he has befriended.

He and | look forward to the new accommodations and services that
will be provided. His quality of life is mine and his main concern and
that is one of the many reasons that we are happy about the transition
at The Hallmark.

Sincy' =

William C. Kekeris -~ -

Securities offered thro Securities Co., Ine.
Seourites offered through Moloney Seourities G- [ne MEMBER SIPC

MEMBER FINRA .
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ZEP MANUFACTURING COMPANY

2285 Grissom Drive
St. Louls, Missouri 63146
Post Office Box 1449 ‘
Maryland Helghts, Missouri 63043
314) 567-61
AX (314) 567-7749

Joy LeVine
Sales Representative
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DIVIDER III - 2. For RCF/ALF beds, address the
population-based bed need methodology of sixteen
(16) beds per one thousand (1000) population age
sixty-five (65) and older.



DIVIDER III —

2. For RCF/ALF beds, address the population based need methodology of
sixteen (16) beds per one theusand (1,000) population age sixty-five (65) and older.

The population base need methodology is:

Unmet Need = (RXP)-U where

P = Year 2015 population in the service area

U = Number of service units in the service area; and

R = Community need rate of 16 beds per 100,000 (.016)
Population 65 years of age and older

Unmet Need = (.016 x 234,154) — 4,631

= 3,746 — 4,631
- 885 (surplus)
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EXISTING ALF/RCF BEDS
# ALF # RCF

FACILITY BEDS BEDS APPROVED
Cori Manor Hecare & Rehab Ctr 0 22
Lake St Chas Asst'd Lvng Apts 50 0
Sunshine Home Care St. Charles | 0 27
Afton House (closed) n/a | n/a
Alexian Bros Sherbrooke Village 0 88
Applegate Retirement home 0 38
Akins Health Care, Inc 0 22
Allways Kare Res Facility 20
Benedict Joseph Labre Ctr 15 |
Carondelet Ret Home 33
Carrie Elligson Geitner 28
Charless Home 16
Chateau Ann Marie 0 20
Chateau Ann Marie 2 X
Doorways Supportive Housing 36
Dubourg House 69
Elizabeth Place 20 X
Holly Hills Ret Home 15
Hopewell Group Home 12
KF Jammer Manor North 0 25
Lindell Manor 24
Loving Care Home 109
Loving Care Home 2 | X
Mary Ryder Home 80
Ms B's Blessings 6
Newstead Place 20
Oasis Res Care West II 20
QOasis Residential Facility 0 20
Page Manor 49 0
Provision Living at St Louis Hills 0 222
Provision of Promise 0 20
The Riverview 0 11
Rosati Group Home 0 16
Saddler Residential Care Facility [I 22 0
Saddler Residential Care Facility II 2 X
Silver Spur 34 0
St Elizabeth Hall 50 0
Superior Residential Care 0 30
The Central Residence 0 41

714 Locust Street
20 East Main Street

{LB-00318245.DOC-1}Attorneys at Law
Saint Louis, Missouri 63101-1699 Telephone 314.621.2939
Belleville, Nlinois 62220-1602  Telephone 618.233.5587

Facsimile 314.621.6844  www.lashlybaer.com
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Union Manor RCF 0 52

West Pine Group Home 0 12

Wilbar Boarding Home, Inx. 0 49

Ashfield Activing Living & W 30 X
Autumn View Gardens 150 0

Autumn View Gardens at Schuetz Rd 100 0

The Boarding Inn 0 40
Brentmoor Ret, Community - 36 0

The Bridge at Garden Plaza 102 X
Brooking Park 0 100

Cape Albeon 100 0

The Cedars at JCA 0 22

Christian Care Home 0 13

DeSmet Ret Community 0 90

Dolan RCC at Les Maisons 40 X
Dolan RCC Conway Manor 18 0

Dolan RCC Frontier Manor 10 0

Dolan RCC Vilia Manor 10 0

The Dunn-Dunn House 0 10

Fountain View at FVSouth Co 55 X
Fountain View at FVSouth Co 78 0
Friendship Vill of West Co 22 0

Green Park Res Cir (closed) n/a n/a

Jane Howell Stupp Apts 0 30

KF Jammer Manor West 0 45

Laclede Commons ‘ 0 260

LSS at Meramec Bluffs 80 20

LSS at Richmond Terrace 0 99
MacKenzie Place at Deer Creek 77 X
Mason Manor 12 0
McKnight Place Assd Living 110 0

Mizpah Manor 0 35

Mother of Perpetual Help 160 0

Park Terrace Resident Center 0 120

Reavis Road Senior Living 0 {surrendered)
Reavis Assisted Living 104

Sabbath Manor 0 64

Schuetz Manor 10 0

Sienna House 0 16

St Ann Assisted Liv Residence 40 0

Sunrise of Chesterfield - 3 0

Sunrise Webster Groves nfa X
Surrey Place SNF/RCF 0 20

Sylvan House 0 40

Tesson Heights 0 72

Veronica House 100 0

{£B-00318245.00C-1}
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Whispering Oaks 0 70
Chestnut Glen 48 0
Chestnut Glen 4
Harvester Rest Care, Inc. 0 38
Lutheran Senior Svcs at Breeze Park 20 59
Parkside Meadows, Inc, 0 36
Spencer Place Assd Living 57 0
The Villages of St Peters 52 0
Lutheran Senior Sves at Hidden Lake 0 80
Nazareth Living Center 150 0
Qasis West RCF 20

2051 2580

TOTAL 4631
321147

{.B-00318245.D00C-1}
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DIVIDER III - 3. Document alternate need
methodology used to determine the need of additional
beds such as LTCH, Alzheimer’s, mental health or
other specialty beds.



DIVIDER 1II -

3. Document any alternative need methodology used to determine the need for
additional beds such as LTCH, Alzheimers, mental health or other specialty beds.

The Committee has determined that the 16 beds per 1,000 population 65 years of age and
older no longer appropriately address community need and has proposed changing the formula to
25 beds per 1,000 population age 65 years and older. Applying this new formula shows there is
a need for additional beds in the service area.

Unmet Need = (.025 x 234,154) = 4,631
=5,854 — 4,631
Unmet Need = 1,223

In addition, the applicant currently operates 200 independent living units on the same site.
Residents who are no longer capable of living independently have been forced to move out.
Some residents, in an effort to remain, have used home health services to support them but they
soon exceed their ability to remain in an independent living unit even with the support of home
health. This project is to respond to requests by existing residents to remain in this Hallmark of
Creve Coeur community. The request for 46 ALF beds is sized to meet the needs of Hallmark of
Creve Coeur and not to develop a new, independent ALF facility.



DIVIDER IV- 1. Document that the proposed costs

per square foot are reasonable when compared to the
latest “RS Means Construction Cost data”



Divider IV - 1

Renovation cost at $8.31 per square foot is less then
the RS Means construction costs

B~
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DIVIDER 1V- 2. Document that suffient financing is
available by providing a letter from a financial
institution or an auditors statement indicating that
sufficient funds are available.



The attached form 10Q of The Hallmark’s parent company, Brookdale
Senior Living Inc shows on page 4 that it has $159,313,000 in unrestricted
cash and cash equivalents.



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

B QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2009
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 001-32641

BROOKDALE SENIOR LIVING INC.

{Exact name of registrant as specified in its charter)

Delaware 20-3068069
(State or other jurisdiction (LR.S. Employer Identification No.)
of incorporation or organization)
111 Westwood Place, Suite 200, Brentwood, Tennessee 37027
(Address of principal executive goffices) {Zip Code)

(615) 221-2250
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d} of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes & No [

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required
to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period
that the registrant was required to submit and post such files). Yes [ No {1

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company™ in Rule 12b-2 of the Exchange Act.

Large accelerated filer X Accelerated filer O
Non-accelerated filer [ {Do not check if a smaller reporting company} Smaller reporting company OJ

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes [0 No &




As of October 30, 2009, 118,620,006 shares of the registrant’s common stock, $0.01 par value, were outstanding (excluding unvested restricted shares).
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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statemnents

BROOKDALE SENIOR LIVING INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except stock amounts)

September 30, December 31,
2009 2008

Current assets

Cash and escrow depos

Cash and escrow de; leposits — restricted ' . 66971 29,088
i s s

AncansoldaaNEIS

Defeged tax Elablltly
Olicabiies s 0
Total liabilitics

CamrimeA{sund dontingentiss
StockToliers Bquity

Preferred stock, $0.01 par value, 504 000 000 shares authonzed at Septcmbcr 30 2009 and December 31, 2008 no
. shares 1ssued and otggtandlng

» ddmonal a -ca ital

Filreas SR a0 shs
Accumulated defictt

ZAccuinlated oilict comprefiensivelo:

Total stockholders equ:ty

oAl Tigbilitics and SiockRoldérs eanin.

See accompanymg ‘notes to condensed consolidated Financial statements
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BROOKDALE SENIOR LIVING INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited, in thousands, except per share data)

Three Months Ended Nine Months Ended
September 30, September 30,

S
Total revenue 505,843 482,277 1,504,546 1,441,126

Expense

General and administrative expense

493,24
10958

SScEn T 50
22,338 4,996

118,455

See accompanying notes to condensed consolidated financial statements.

o
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BROCKDALE SENIOR LIVING INC,
CONDENSED CONSOLIDATED STATEMENT OF EQUITY
{Unaudited, in thousands)

Commeon Stock
Accumulated
Additional Other
Paid-In- Treasury Accumulated  Comprehensive

Shares Amount Capital Stock Deficit Loss

Balances al
Compensation expense related to
restricted stock and restricted stock
unit grant . 21,549
e =, s : = ASEY
Issuance of common stock under
_ ciate Stock Purchase Plan
Restricte 5 1(s)
Reclassification of net loss on
ivatives into earnings ] ) 369 369

Issuance of commeon stock from equity
. offering, net 16,047
gither s =
Balances at September 30, 2009 123,175 §

163,667

1232 § 1876783 5 (29,187 B (746,176) §  (998) 5 L101654

See accompanying notes to condensed consolidated financial statements.
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BROOXKDALE SENIOR LIVING INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited, in thousands)

Nine Months Ended
September 30,
2009 2008

AR

(45456) % (94,455)

ASEMLCHY L Heied
proceeds from the sale of property plant and & ulpmen__t )
mﬁ:ﬁ&i@m

P
of assets net of related payables and cash recclved

Net cash used m 1nvcstmg actmtles

‘y,; e

ancmg Acnvines o

lgpayment cf lmc of credlt o
%@y%fmﬁ%:; e

Wﬁ%

_ Refunds of entrance fees

%ﬁ’%ﬁ?@w -

Net increase (decrease in cash and cash e q uwalents
DT ; &h %T)

Cash and cash eqmvafents at end of penod 3 159,313 § SS 885
See accompanying notes to condensed consolidated financizl statements,




Tabic of Contents

BROOKDALE SENIOR LIVING INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
{Unaudited)

1. Description of Business

Brookdale Senior Living [ne, (“Brookdale™, “BSL” or the “Company”) is a leading owner and operator of senior living communities throughout the United
States. The Company provides an exceptional living experience through properties that are designed, purpose-built and operated to provide the highest
quality service, care and living accommodations for residents. The Company owns, leases and operates retirement centers, assisted living and dementia-
care communities and continuing care retirement centers (“CCRCs™).

2. Summary of Significant Accounting Policies
Basis of Presentation

The accompanying unaudited interim condensed consolidated financial statements have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission for quarterly reports on Form 10-Q. In the opinion of management, these financial statements include all adjustments
necessary to present fairly the financial position, results of operations and cash flows of the Company as of September 30, 2009, and for all periods
presented. The condensed consolidated financial statements are prepared on the accrual basis of accounting. All adjustments made have been of a normal
and recurring nature. Certain information and footnote disclosures nermally included in annual financial statements prepared in accordance with generally
accepted accounting principles have been condensed or omitted. The Company believes that the disclosures included are adequate and provide a fair
presentation of interim period results. Interim financial statements are not necessarily indicative of the financial position or operating results for an entire
year. It is suggested that these interim financial statements be read in conjunction with the audited financial statements and the notes thereto, together with
management’s discussion and analysis of financizl condition and results of operations, included in the Company’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2008, as filed with the Securities and Exchange Commission.

Revenue Recognition
Resident Fees

Resident fee revenue is recorded when services are rendered and consist of fees for basic housing, support services and fees associated with additional
services such as personalized health and assisted living care. Residency agreemenits are generally for a term of 30 days to one year, with resident fees billed
monthly in advance, Revenue for certain skilled nursing services and ancillary charges is recognized as services are provided and is billed monthly in
arrears.

Entrance Fees

Certain of the Company’s communitics have residency agreements which require the resident to pay an upfront fee prior to occupying the community. In
addition, in connection with the Company’s MyChoice program, new and existing residents are allowed to pay additional entrance fee amounts in return for
a reduced monthly service fee. The non-refundable portion of the entrance fee is recorded as deferred revenue and amortized over the estimated stay of the
resident based on an actuarial valuation. The refundable portion of a resident’s entrance fee is generally refundable within a certain number of months or
days following contract termination or in certain agreements, upon the resale of the resident’s unit or a comparable unit or 12 months after the resident
vacates the unit, In such instances the refundable portion of the fee is not amortized and inclnded in refundable entrance fees and deferred revenue.

Certain contracts require the refundable portion of the entrance fee plus a percentage of the appreciation of the unit, if any, to be refunded only upon resale
of a comparable unit (“contingently refundable™). Upon resale the Company may receive reoccupancy proceeds in the form of additional contingently
refundable fees, refundable fees, or non-refundable fees. The Company estimates the amount of reoccupancy proceeds to be received from additional
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contingently refundable fees or non-refundable fees and records such amount as deferred revenue, The deferred revenue is amortized over the life of the
community and was approximately $62.2 million and $63.4 million at September 30, 2009 and December 31, 2008, respectively. All remaining contingently
refundable fees not recorded as deferred revenue and amortized are included in refundable entrance fees and deferred revenue.

All refundable amounts due to residents at any time in the future, including those recorded as deferred revenue, are classified as current liabilities.

The non-refundable portion of entrance fecs expected to be eamed and recognized in revenue in one year is recorded as a cutrent liability. The balance of
the non-refundable portion is recorded as a long-term lability.

Community Fees

Substantially all community fees received are non-refundable and are recorded initially as deferred revenue. The deferred amounts, including both the
deferred revenue and the related direct resident lease origination costs, are amortized over the estimated stay of the resident which is consistent with the
implied contractual terms of the resident lease.

Management Fees

Management fee revenue is recorded as services are provided to the owners of the communities. Revenues are determined by an agreed upon percentage of
gross revenues (as defined).

Fair Value Measurements

Cash and cash equivalents, cash and escrow deposits-restricted and derivative financial instruments are reflected in the accompanying condensed
consolidated balance sheets at amounts considered by management to reasonably approximate fair value. Management estimates the fair value of its long-
term debt using a discounted cash flow analysis based upon the Company’s current borrowing rate for debt with similar maturities and collateral securing
the indebtedness. The Company had outstanding debt with a carrying value of $2.5 billion and $2.6 billion as of September 30, 2009 and December 31, 2008,
respectively. The fair value of debt both as of September 30, 2009 and December 31, 2008 was $2.4 billion.

The Financial Accounting Standards Board (FASB) guidance on Fair Value Measurement establishes a three-level valuation hierarchy for disclosure of fair
value measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as of the measurement date.
A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value
measurement. The three levels are defined as foliows:

Level 1 Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active markets.

Lavel 2 — Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets, and inputs that are observable for the
asset or liability, either directly or indirectly, for substantially the full term of the financial instrument.

Level 3 — Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The Company’s derivative positions are valued using models developed internally by the respective counterparty that use as their basis readily observable
market parameters {such as forward yield curves) and are classified within Level 2 of the valuation hierarchy.

The Company considers its own credit risk as well as the credit risk of its counterparties when evaluating the fair value of its derivatives. Any adjustments
resulting from credit risk are recorded s a change in fair value of derivatives and amortization in the current period statement of operations (Note 16).
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Self-Insurance Liability Accruals

The Company is subject to various legal proceedings and claims that arise in the ordinary course of its business. Although the Company maintains general
liability and professional liability insurance policies for its owned, leased and managed communities under a master insurance program, the Company’s
current policies provide for deductibles for each claim (33.0 million on or prior to December 31, 2008 and $250,000 effective January 1, 2009}, As a result, the
Company is, in effect, self-insured for most claims. In addition, the Company maintains a self-insured workers compensation program and a self-insured
employee medical program for amounts below excess loss coverage amounts, as defined. The Company reviews the adequacy of its accruals related to these
liabilities on an ongoing basis, using historical claims, actuarial valuations, third party administrator estimates, consultants, advice from legal counsel and
industry data, and adjusts aceruals periodically. Estimated costs related to these self-insurance programs are accrued based on known claims and projected
claims incurred but not yet reported. Subsequent changes in actual experience are monitored and estimates are updated as information is available.

Treasury Stock
The Company accounts for treasury stock under the cost method and includes treasury stock as 2 component of stockholders’ equity.
New Accounting Pronouncements

The Company follows accounting standards set by the FASB. The FASB sets generally accepted accounting principles (“*GAAP”) that the Company
follows to ensure consistent reporting of its financial condition, results of operations and cash flows. References to GAAP issued by the FASB in these
footnotes are to the FASB Accounting Standards Codification, sometimes referred to as the Codification or ASC. The FASB finalized the Codification
effective for periods ending on or after September 15, 2009. The Codification does not change how the Company accounts for its transactions or the nature
of related disclosures made.

The FASB guidance on Business Combinations was effective for business combinations with an acquisition date on or after January 1, 2009 and is to be
applied prospectively. The guidance was issued to improve the relevance, representational faithfulness, and comparability of the information thata
reporting entity provides in its financial reports about a business combination and its effects, Itcstablishes principles and requirements for how the acquirer
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree,
recognizes and measures the goodwill acquired in the business combination or a gain from a bargain purchase and determines what information to disclose
to enable users of the financial statements to evaluate the nature and financial effects of the business combination. As of September 30, 2009, this guidance
has not had 2 material impact on the condensed consolidated financial statements.

The Company adopted the provisions of the FASB guidance on Consolidations relating to the accounting for noncontrolling interests on January 1,

2009. This guidance amends previous authoritative guidance by requiring companies to report a noncontrolling interest in a subsidiary as equity in its
consolidated financial statements. Disclosure of the amounts of consolidated net income attributable to the parent and the noncontrolling interest are
required. This guidance also clarifies that transactions that result in 2 change in a parent’s ownership interest in a subsidiary that do not result in
deconsolidation will be treated as equity transactions, while a gain or loss will be recognized by the parent when a subsidiary is deconsolidated. Other than
the required disclosures, the adeption had no impact on the condensed consolidated financial statements.

In February 2008, the FASB issued guidance which delays the effective date of the FASB guidance on Fair Value Measurements for all nonfinancial assets
and liabilities, except those that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually). The guidance
partially defers the effective date of the FASB guidance to fiscal years beginning after November 15, 2008 and as a result was effective for the Company
beginning January 1, 2009. The adeption of the guidance had no impact on the condensed consalidated financial statements.

The Company adopled the provision of the FASB guidance on disclosures relating to Derivatives and Hedging on January 1, 2009. This guidance requirgs
entities to provide enhanced disclosures about how and why an entity uses derivative instruments, how derivative instruments and related hedge items are
accounted for and how derivative

14
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instruments and related hedged items affect an entity’s financial position, results of operations and cash flows. Other than the required disclosures, the
adoption had no impact on the condensed consolidated financial statements.

The Company adopted the provisions of the guidance relating to the Determination of the Useful Life of Intangible Assets on January 1, 2009, This
guidance amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset and provides for enhanced disclosures regarding intangible assets. The intent of this guidance is to improve the consistency between the
useful life of a recognized intangible asset and the period of expected cash flows used to measure the fair value of the asset. The disclosure provisions are
effective as of the adoption date and the guidance for determining the useful life applies prospectively to all intangible assets acquired after the effective
date. The adoption had no impact on the condensed consolidated financial statements.

The Company adopted the provisions of Emerging Issues Task Force (“EITF”) guidance on Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities on January 1, 2009. The EITF provides that unvested share-based payment awards that contain
nonforfeitable rights to dividends or dividend equivalents (whether paid or unpaid) are participating securities and shal be included in the computation of
eemings per share. The adoption did not have a material impact on the condensed consolidated financial statements.

The Company adopted the guidance relating to Interim Disclosures about Fair Value of Financial Instruments on June 1, 2009. This guidance requires
disclosures zbout fair value of finencial instruments for interim periods of publicly traded companies as well as in annuai financial statements. Other than
the required disclosures, the adoption had no impact on the condensed consolidated financial statements.

The Company adopted the guidance related to the Accounting for Assets Acquired and Liabilities Assumed in a Business Combination that Arise from
Contingencies effective January 1, 2009. The guidance amends and clarifies guidance previously issued on Business Combinations and addresses
application issues on initial recognition and measurement, subsequent measurement and accounting, and disclosure of assets and liabilities arising from
contingencies in a business combination. The Company had no acquisitions during the nine months ended September 30, 2009; therefore, the adoption of
the guidance had no impact on the condensed consolidated financial statements.

In May 2009, the FASB issued guidance on Subsequent Events. This guidance establishes general standards of accounting for and disclosure of events
that occur after the balance sheet date but before the financial statements are issued or are available to be issued. Although the guidance is based on the
same principles as those that currently exist in the auditing standards, it includes a new required disclosure of the date through which an entity has
evaluated subsequent events. The Company adopted this guidance in June 2009 and other than the required disclosures, the adoption had no impact on the
condensed consolidated financial statements.

In June 2009, the FASB issued guidance which amends previously issued guidance on the Consolidation of Variable Interest Entities. This guidance
changes how a company determines when an entity that is insufficiently capitalized or is not controlled through voting (or similar rights) should be
consolidated, The determination of whether a company is required to consolidate an entity is based on, among other things, an entity’s purpose and design
and a company’s ability to direct the activities of the entity that most significantly impacts the entity’s economic performance, The guidance is effective for
the Company beginning January 1, 2010. The Company is currently evaluating the impact its provisions will have on its condensed consolidated financial
statements,

Dividends

On December 30, 2008, the Company’s board of directors voted to suspend the Company’s quarterly cash dividend indefinitely.

Reclassificafions

Certain prior period amounts have been reclassified to conform to the current financial statement presentation, with no effect on the Company’s condensed
consolidated financizl position or results of operations.
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3. Earnings Per Share

Basic earnings per share (“EPS™) is calculated by dividing net income by the weighted average number of shares of common stock outstanding. Diluted
EPS includes the components of basic EPS and also gives effect to dilutive common stock equivalents. For purposes of calculating basic and diluted
eamings per share, vested restricted stock awards are considered outstanding. Under the treasury stock method, diluted EPS reflects the potential dilution
that could occur if securities or other instruments that are convertible into common stock were exercised or could result in the issuance of common

stock. Potentially dilutive common stock equivalents include unvested restricted stock and restricted stock units.

During the three and nine months ended September 30, 2009 and September 30, 2008, the Company reported a consolidated net loss. As a result of the net
loss, unvested restricted stock and restricted stock unit awards were antidilutive for each period and were not included in the computation of diluted
weighted average shares. The weighted average restricted stock and restricted stock unit grants excluded from the calculations of diluted net loss per share
was 2.0 million and 1.4 million for the three months ended September 30, 20609 and 2008, respectively, and 1.2 million and 1.4 million for the nine months
ended September 30, 2009 and 2008, respectively.

4. Stock-Based Compensation

The Company recorded $7.9 million and $6.7 million of compensation expense in connection with grants of restricted stock and restricted stock units for the
three months ended September 30, 2009 and 2008, respectively, and $21.5 million and $23.4 million of such expense for the nine months ended September 30,
2009 and 2008, respectively. For the three and nine months ended September 30, 2009 and 2008, compensation expense was calculated net of forfeitures
estimated from 0% - 6% of the shares granted.

For all awards with graded vesting other than awards with performance-based vesting conditions, the Company records compensation expense for the
entire award on a straight-line basis over the requisite service petiod. For graded-vesting awards with performance-based vesting conditions, total
compensation expense is recognized over the requisite service period for each separately vesting tranche of the award as if the award is, in substance,
multiple awards once the performance target is deemed probable of achievement. Performance goals are evaluated quarterly. If such goals are not ultimately
met or it is not probable the goals will be achieved, no compensation expense is recognized and any previously recognized compensation expense is
reversed.

During the current year, the Company issued restricted stock units to its Chief Executive Officer. Under the terms of the award agreement, upon vesting,
each restricted stock unit represents the right to receive one share of the Company’s common stock.

Current year grants of restricted shares and restricted stock units under the Company’s Omnibus Stock Incentive Plan were as follows (amounts in
thousands except for value per share):

Shares / Restricted
Stock Umts Granted

Valu Per Share

s mmonis ended March 31
Three months ended June 30 2009

Thres ot nded Sepiember 30200 SRS

The Company has an employee stock purchase plan for all eligible employees. The plan became effective on October 1, 2008. Under the plan, eligible
employees of the Company can purchase shares of the Company’s common stock on a quarterly basis at a discounted price through accumuiated payroll
deductions. Each eligible employee may elect to deduct up to 15% of his or her base pay each quarter. Subject to certain limitations specified in the plan,
on the last trading date of each calendar quarter, the amount deducted from each participant’s pay over the course of the quarter will be used to purchase
whale shares of the Company’s common stock at a purchase price equal to 90% of the closing market price on the New York Stock Exchange on such

date. Initially, the Company has reserved 1,000,000 shares of common stock for issuance under the plan, The employee stock purchase plan also contains
an “evergreen” provision that automatically increases the number of shares reserved for issuance under the plan by 200,000 shares on the first day of each
calendar year beginning January 1, 2010, The impact on the Company’s current year condensed consolidated financial statements is not material.
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5. Goodwill and Other Intangible Assets, Net

There were no changes in the carrying amount of goodwill for the nine months ended September 30, 2009. Goodwill by operating segment as of September
30, 2009 and December 31, 2008 was as follows (dollars in thousands):

Retirement Assisted

e e R
Goodwill is tested for impairment annually with a test date of October 1 or sooner if indicators of impairment are present. No indicators of impairment were
present during the nine months ended September 30, 2009.

Intangible assets with definite useful lives are amortized over their estimated lives and are tested for impairment whenever indicators of impairment arise.
The following is a summary of other intangible assets at September 30, 2009 and December 31, 2008 (dollars in thousands):

September 30, 2009 December 31, 2008
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Net Amount Amortization Net

niracts and other

Management co

s 37220 § (10783 § 315853 24,264)

Amortization expense related to definite-lived intangible assets for the three months ended September 30, 2009 and 2008 was $8.7 million and $8.9 million,
respectively, and $26.5 million and $26.7 million of amortization expense was recorded for the nine months ended September 30, 2009 and 2008,
respectively. Home health licenses were determined to be indefinite-lived intangible assets and are not subject to amortization.

6. Property, Plant and Equipment and Leasehold Intangibles, Net

Property, plant and equipment and leasehold intangibles, net, which inciude assets under capital leases, consist of the following {dollars in thousands):

September 30, December 31,

807256
_ 555,87

e e
mulated iation and =
pone v

Gpertynmn il CQuipAi
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7. Sale-Leaseback Transaction

On March 2, 2009, the Company entered into a sale-leaseback transaction with a third party lessor for the sale and leaseback of one of its skilled nursing
facilities. The Company sold the facility for a total of $10.0 million and immediately leased the facility back. Under the terms of the lease agreement, the
Company will continue to operate the facility until December 31, 2019, The lease is accounted for as an operating lease.

8. Debt

Long-term Debt, Capital Leases and Financing Obligations

Long-term debt, capital leases and financing obligations consist of the following {(dollars in thousands):

September 30, December 31,
2009 2008

$150,000 Series A notes payable, secured by five communities and by a $3.0 million letter of credit, bearing
interest at LIBOR plus §.88%, payable in monthly installments of interest onlty until August 2011 and
ayable in monthly installments of | Bﬁﬁnci al and intgest through maturity in August 2051

Variable rate tax-exempt bonds credit-enhanced by Fannie Mae; weighted average interest rate of 1.91% for
the nine months ended September 30, 2009 (weighted average interest rate of 4.40% in 2008), due 2032,

payable interest only until maturity, secured by the underlying assets of the gonfolio 100,841
m S T e e
3, i ) e

Mortgage note, bearing interest at a variable rate of LIBOR plus 0.70%, payable interest only through
maturity in August 2012. The note is secured by 15 of the Company’s communities and an $11.5 million

Total debt
snpemseme

Total long-term debt ] 2,304,168 $ 2,235,000
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Although certain debt obligatiens are scheduled to mature on or prior to September 30, 2010, the Company has the option, subject to the satisfaction of

customary conditions (such as the absence of a material adverse change), to extend the maturity of approximately $131.0 million of certain non-recourse

martgages payable until 2011, as the instruments associated with these mortgages payable provide that the Company can extend the respective maturity
dates for one 12 month term each from the existing maturity dates.

Credit Facilities

On February 27, 2009, the Company entered into a Second Amended and Restated Credit Agreement with Bank of America, N.A., as administrative agent,
Banc of America Securities LLC, as sole lead arranger and book manager, and the several lenders from time to time parties thereto. The amended credit
agreement amended and restated the Company’s $245.0 miltion secured line of credit and terminated the associated $80.0 million letter of credit facility.

The amended credit agreement initially consisted of a $230.0 million revolving loan facility with a $25.0 million letter of credit sublimit and is scheduled to
mature on August 31, 2010,

Pursuant to the terms of the amended credit agreement, certain of the Company’s subsidiaries, as guarantors, will guarantee obligations under the amended
credit agreement and the other loan documents. Further, in connection with the amended credit agreement, (i) the Company and certain guarantors executed
and delivered a Pledge Agreement in favor of the administrative agent for the banks and other financial institutions from time to time parties to the amended
credit agreement, pursuant to which such guarantors pledged certain assets for the benefit of the secured parties as collateral security for the payment and
performance of the Company’s obligations under the amended credit agreement and the other loan documents and (§i) certain guarantors granted morigages
and executed and delivered a Security Agreement, in each case, in favor of the administrative agent for the banks and other financial institutions from time
to time parties to the amended credit agreement encumbering certain real and personal property of such guarantors. The coflateral includes, among other
things, certain real property and related personal property owned by the guarantors, equity interests in certain of the Company’s subsidiaries, all related
books and records and, to the extent not otherwise included, all proceeds and products of any and all of the foregoing.

At the option of the Company, amounts drawn under the revolving loan facility initially bore interest at either (i) LIBOR plus a margin of 7.0% or (ii) the
greater of (a) the Bank of America prime rate or (b) the Federal Funds rate plus 0.5%, plus 2 margin of 7.0%. For purposcs of determining the interest rate, in
110 event shall the base rate or LIBOR be less than 3.0%. In connection with the loan commitments, the Company will pay a quarterly commitment fee of
1.0% per annum on the average daily amount of undrawn funds. The Company was initially required to pay a fee equal to 7.0% of the amount of any issued
and outstanding letters of credit; provided, with respect to drawable amounts that have been cash collateralized, the letier of credit fee shali be payable ata
rate per annum equal to 2.0%.

The amended credit agreement contains typical representations and covenants for loans of this type, including restrictions on the Company’s ability to pay
dividends, make distributions, make acquisitions, incur capital expenditures, incur new liens or repurchase shares of the Company’s common stock. The
amended credit agreement also contains financial covenants, including covenants with respect to maximum consolidated adjusted leverage, minimum
consolidated fixed charge coverage, minimum tangible net worth, and maximum total capital expenditures. A violation of any of these covenants (including
any failure to remain in compliance with any financial covenants contained therein} could result in a default under the amended credit agreement, which
would result in termination of all commitments and loans under the amended credit agreement and all other amounts owing under the amended eredit
agreement and certain other loan agreements becoming immediately due and payable.

On June 1, 2009, in connection with the equity offering deseribed in Note 15, the Company entered into the First Amendment to the Second Amended and
Restated Credit Agreement (the “First Amendment”) pursuant to which the maximum revolving loans that can be outstanding at any time under the
amended credit agreement was reduced to $75.0 million. In addition, the interest rate margin on loans, as well as foes on Jetters of credit, as a result of the
maximum amount of the facility having been reduced to $75.0 million, was reduced to 6.0%.

Pursuant to the First Amendment, the Company has been given greater flexibility to make acquisitions by increasing aggregate permitted cash consideration
from $10.0 million to $100.0 million, to make capital expenditures up to $30.0 million per quarter and to incur an additienal $20.0 millicn in liens and letters of
credit.
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As of September 30, 2009, the Company has an available secured line of eredit of $75.0 million (including a $25.0 million letter of credit sublimit) and separate
unsecured letter of credit facilities of up to $48.5 million in the aggregate. As of September 30, 2009, there were no borrowings under the revelving loan
facility, $23.7 million of letters of credit had been issued under the amended credit facility, and $48.5 million of letters of credit had been issued under the
separate unsecured letter of credit facilities.

In late 2008, the Company began replacing some of its outstanding letters of credit with restricted cash in order to reduce the Company’s letter of credit
needs.

Financings

On January 30, 2009, the Compary amended and restated a $52.6 million first mortgage loan, secured by the underlying properties, which was payable
interest only threugh maturity in March 2009, Pursuant to the amendment, the maturity date has been extended to March 31, 2011. The amended and
restated Toan bears interest at LIBOR plus 4.0% and requires principal amortization. In connection with the amendment, the Company made a $3.0 million
payment to reduce the outstanding principal amount of the loan.

On February 25, 2009, the Company amended a $41.0 million first morigage loan, secured by the underlying properties, which was payable interest only
through maturity in June 2009. Pursuant to the amendment, the maturity date has been extended to June 201 1. The amended loan is evidenced by two
promissory notes, the first of which is in the principal amount of $26.0 million and bears interest at LIBOR plus 3.0%. The second promissory note is in the
amount of $15.0 million and bears interest at LIBOR plus 5.6%. Both notes require principat amortization. In connection with the amendment, the Company
made a $2.0 million payment to reduce the outstanding principal amount of the $26.0 million loan.

Effective May 11, 2009, the Company exercised its option to extend the maturity date of $131.0 million of mortgage notes from May 11, 2009 to May 11,
2010. No other terms of the notes were changed in connection with the extension.

As of September 30, 2009, the Company is in compliance with the financial covenants of its outstanding debt and lease agreements.
Interest Rate Swaps and Caps

In the normal course of business, a variety of financial instruments are used to manage or hedge interest rate risk. Interest rate protection and swap
agreements were entered into to effectively cap or convert floating rate debt to a fixed rate basis, as well as to hedge anticipated future financing
transactions. Pursuant to the hedge agreements, the Company is required to secure its obligation to the counterparty if the fair value liability exceeds a
specified threshold. Cash collateral pledged to the Company’s counterpatties was $18.1 million and $13.9 million as of September 30, 2009 and December 31,
2008, respectively.

All derivative instruments are recognized as either assets or liabilities in the condensed consolidated balance sheets at fair value. The change in mark-to-
market of the value of the derivative is recorded as an adjusiment to income or other comprehensive loss depending on whether it has been designated and
qualifics as an accounting hedge.

Derivative contracts are not entered into for trading or speculative purposes. Furthermore, the Company has a policy of only entering into contracts with
major financial institutions based upon their credit rating and other factors. Under certain circumstances, the Company may be required to replace a
counterparty in the event that the counterparty does not maintain a specified credit rating.

The following table summarizes the Company’s swap instruments at September 30, 2009 (dolfars in thousands):

16
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{\NNelgth;dV avera&e original maturity
Estimatec il

Estimated asset fair value (mcluded in othcr assets, net at September 30, 2009) ' N 3 ;42

During the three and nine months ended September 30, 2009, the fair value of the Company’s interest rate swaps and caps decreased $2.5 million and
increased $1.1 million, respectively. During the three and nine months ended September 30, 2008, the fair value of the Company’s interest rate swaps and
caps decreased $8.5 million and $17.3 million, respectively. This is included as a component of interest expense in the condensed consolidated statements
of operations.

9. Litigation

The Company has been and is currently involved in litigation and claims incidental to the conduct of its business which are coniparable to other companies
in the senior living industry. Certain claims and lawsuits allege large damage amounts and may require significant costs to defend and resolve. Similarly, the
senior living industry is continucusly subject to scrutiny by governmental regulators, which could result in litigation related to regulatory compliance
matters. As a result, the Company maintains insurance policies in amounts and with coverage and deductibles the Company believes are adequate, based
on the nature and risks of its business, historical experience and industry standards. Effective January 1, 2009, the Company’s current policies provide for
deductibles of $250,000 for each claim. Accordingly, the Company is, in effect, self-insured for most claims.

7
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18. Supplemental Disclosure of Cash Flow Enformation

(dollars in thousands):
Nine Months Ended

September 30,

2009 2008

Supplen

Interest paid

s 99460 5 1109%

De—consohdath}?n of an entity pursuant to FIN 46(R):
receivable

Long-term debt 1 — (29,159)
EAtGmEd expenses il : : 353y
Trade accounts ggyable

net of related p. ables a
”‘W“ “"Jy

Al u.lSlthl'l of asscts,
e

Reclassnﬁcanon of other ml:anglbles, net

11. Faecility Operating Leases
A summary of facility lease expense and the impact of straight-line adjustment and amortization of deferred gains are as follows (dollars in thousands):

Three Months Ended September 30, Nine Months Ended September 30,

Facxhty leaseexpcnse 68 036 § 67 017 $ 204211 § 202,028
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12. Other Comprehensive Loss, Net

The following table presents the after-tax components of the Company’s other comprehensive loss for the petiods presented (dollars in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,

2009 2008 2009 2008

13. Income Taxes

The Company’s effective tax rates for the three months ended September 30, 2009 and 2008 are 25.6% and 38.4%, respectively, and for the nine months
ended September 30, 2009 and 2008 are 29.4 % and 36.8%, respectively. The difference in the effective rate between these periods is primarily due to the
decrease in the calcutated annualized effective rate for 2009 based on projected improvements in the Company’s performance. The rate was also impacted
by the Company’s stock based compensation deduction as calculated under the FASB guidance on Share-Based Payment for 2009 due to the movements in
the stock price between September 30, 2008 and September 30, 2009,

The Company recorded additional interest charges related to its tax contingency reserve and a new uncertain tax position for the nine months ended
September 30, 2009. During the three months ended September 30, 2009, the Company settled an uncertain tax position as a result of a state audit. Tax
returns for years 2005 through 2007 are subject to future examination by tax authorities. In addition, tax returns are open from 1999 through 2004 to the
extent of the net operating losses generated during those periods.

14. Share Repurchase Program

On March 19, 2008, the Company’s board of directors approved a share repurchase program that authorized the Company to purchase up to $150.0 million in
the aggregate of the Company’s common stock. Purchases could be made from time to time using a variety of methods, which could include open market
purchases, privately negotiated transactions or block trades, or by any combination of such methods, in accordance with applicable insider trading and
other securities laws and regulations, The size, scope and timing of any purchases was to be based on business, market and other conditions and factors,
including price, regulatory and contractual requirements or consents, and capital availability. The repurchase program did not obligate the Company to
acquire any particular amount of common stock and the program could be suspended, modified or discontinued at any time at the Company’s discretion
without prior notice. Shares of stock repurchased under the program were to be held as treasury shares.

On February 25, 2009, the Company’s board of directors terminated this share repurchase authorization. In addition, the Company’s amended eredit facility
effectively prohibits the Company from repurchasing shares of its common stock, paying dividends or making distributions.

19

Toﬁf



Tablc of Contents

15. Stockholders® Equity

On June 8, 2009, the Company completed a public equity offering of 16,046,512 shares of common stock. The offering yielded net proceeds of approximately
$163.7 million which was used primarily to repay the $125.0 million of indebtedness which was outstanding under the Company’s amended credit facility.

16. Fair Value Measurements

The following table provides the Company’s derivative assets and liabilities catried at fair vatue as measured on a recurring basis as of September 30, 2009
(dollars in thousands):

Significant
Total Carrying Quoted prices other Significant
Value at in active observable unobservable
September 30, markets inputs inputs

2009 (Level 1)

The Company’s derivative assets and ligbilities include interest rate swaps and caps that effectively convert a portion of the Company's variable rate debt
to fixed rate debt. The derivative positions are valued using models developed internally by the respective counterparty that use as their basis readily
observable market parameters (such as forward yietd curves) and are classified within Level 2 of the valuation hierarchy.

The Company considers its own credit risk as well as the credit risk of its counterparties when evaluating the fair value of its derivatives. Any adjustments
resulting from credit risk are recorded as a change in fair value of derivatives and amortization in the current period statement of operations.

17. Segment Results

The Company currently has four reportable segments: retirement centers; assisted living; CCRCs; and management services. These segments were
determined based on the way that the Company’s chief operating decision makers organize the Company's business activities for making operating
decisions and assessing performance.

During the fourth quarter of 2008, five communities moved between segments to more accurately reflect their current underlying product offering, The
movement did not change the Company’s reportable segments, but it did impact the revenues and cost reported within each segment. The net impact of the
change was a decrease of one community to the CCRCs segment.

Retirement Centers. Retirement center communities are primarily designed for middle to upper income senior citizens age 70 and older who desire an
upscale residential environment providing the highest quality of service. The majority of the Company’s retirement center communities consist of both
independent living and assisted living units in a single community, which allows residents to “age-in-place” by providing them with a continuum of senior
independent and assisted living services.

Assisted Living. Assisted living communities offer housing and 24-hour assistance with activities of daily life to mid-acuity frail and elderly residents. The
Company’s assisted living communities include both freestanding, multi-story communities and freestanding single story communities. The Company also
operates memory care communities, which are freestanding assisted living communities specially designed for residents with Alzheimer’s disease and other
dementias.

CCRCs. CCRCs are large communities that offer a variety of living arrangements and services to accommodate all levels of physical ability and

health. Most of the Company’s CCRCs have retirement centers, assisted living and skilled nursing available on one campus, and some also include memory
care and Alzheimer’s units,
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Management Services. The Company’s management services segment includes communities owned by others and operated by the Company pursuant to
management agreements. Under the management agreements for these communities, the Company receives management fees as well as reimbursed
expenses, which represent the reimbursement of certain expenses it incurs on behalf of the owners.

The accounting policies of reportable segments are the same as those described in the summary of significant accounting policies.

The following table sets forth certain segment financial and operating data (dollars in thousands):

Three Months Ended September 3@, Nine Months Ended September 30,
00 2009 2008

e
0,246

S

155,603

onsE R 0H 83 :
ons {10,968)

Asof
September 30, December 31,

4,449,258

(1) All revenue is earned from external third parties in the United States.

{2) Sepment operating income is defined as segment revenues less segment operating expenses (excluding depreciation and amortization). Included in
segmiest operating incorme is hurricane and named tropical storms expense of $3.6 million for the three and nine months ended September 30, 2008
consisting of $1.1 million in Retirement Centers, $1.3 million in Assisted Living and $1.2 million in CCRCs.

(3) Net of general and administrative costs allocated to management services reporting segment.

18. Subsequent Events
On October 7, 2009, the Company entered into an agreement with another senior housing company to acquire 21 senior living communities for an aggregate

purchase price of $204.0 million, The portfolio has a total of 1,389 units, comprised of 92 independent living units, 876 assisted living vnits and 421
Alzheimer’s units. The Company
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expects to finance the transaction with approximately $134.0 million of mortgage debt (substantially through the assumption of existing debt), with the
balance of the purchase price to be paid from cash on hand. The consummation of the transaction is subject to the satisfaction of certain closing conditions
and contingencies and the receipt of certain lender approvals. The transaction is expected to close in November 2009.

The Company has evaluated all events subsequent to September 30, 2009 through the time of filing on November 4, 2009 and determined that no events
other than those noted above have occurred which would require additional disclosure.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Resuits of Operations
SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

Certain statements in this Quarterly Report on Form 10-Q and other information we provide from time to time may constitute forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. Those forward-looking statements inciude all statements that are not historical
statements of fact and those regarding our intent, belief or expectations, including, but not limited to, statements regarding the consumimation of the Sunrise
portfolio acquisition and the related financing and our expectations regarding the future performance of the acquired communities and their effect on our
financial results; statements relating to our operational initiatives and our expectations regarding their effect on our results; our expectations regarding
occupancy, revenue, expense levels, the demand for senior housing, expansion activity, acquisition opportunitics and asset dispositions; our belief
regarding our growth prospects; our ability to secure financing or repay, replace or extend existing debt at or prior to maturity; our ability to remain in
compliance with all of our debt and lease agreements {including the financial covenants contained therein); our expectations regarding liquidity; our plans
to deleverage; our expectations regarding financings and refinancings of assets; our plans to generate growth organically through occupancy
improvements, increases in annual rental rates and the achievement of operating efficiencies and cost savings; our plans o expand our offering of ancillary
services (therapy and home health); our plans to expand existing communities; the expected project costs for our expansion program; our expected levels of
expenditures and reimbursements (and the timing thereof); our expectations for the performance of our entrance fee communities; our ability to anticipate,
manage and address industry trends and their effect on our business; our expectations regarding the payment of dividends; and our ability to increase
revenues, earnings, Adjusted EBITDA, Cash From Facility Operations, and/or Facility Operating Income (as such terms are defined herein). Words such as
“anticipate(s)”, “expect(s)”, “intend(s)”, “plan(s)”, “target(s)”, “project(s)”, “predic(s)”, “believe(s)”, “may”, “will", “would”, “could”, “should”, “seek(s)",
“estimate(s)” and similar expressions are intended to identify such forward-looking statements. These statements are based on management’s current
expectations and beliefs and are subject to a number of risks and uncertainties that could lead to actual results differing materially from those projected,
forecasted or expected. Although we believe that the assumptions underlying the forward-leoking statements are reasonable, we can give no assurance that
our expectations will be attained. Factors which could have a material adverse effect on our operations and future prospects or which could cause actual
results to differ materially from our expectations include, but are not limited to, our ability to satisfy the closing conditions and successfutly complete the
Sunrise portfolio acquisition; our ability to assume and obtain the mortgage debt financing for the Sunrise portfolio acquisition; the risk associated with the
cutrent global economic erisis and its impact upon capital markets and liquidity; our inability to extend {or refinance) debt as it matures or replace our
amended credit facility when it matures; the risk that we may not be able to satisfy the conditions precedent to exercising the extension options associated
with certain of our debt agreements; events which adversely affect the ability of seniots to afford our monthly resident fees or entrance Fees; the conditions
of housing markets in certain geographic areas; our ability to generate sufficient cash flow to cover required interest and long-term operating lease
payments; the effect of our indebtedness and long-term operating leases on our liquidity; the risk of loss of property pursuant to our mortgage debt and
long-tetmm lease obligations; the possibilities that changes in the capital markets, including changes in interest rates and/or credit spreads, or other factors
could make financing more expensive or unavailable to us; the risk that we may be required to post additional cash coltateral in connection with our interest
rate swaps; the risk that continued market deterioration conld jeopardize the performance of certain of our counterparties’ obligations; changes in
governmental reimbursement programs; our limited operating history on a combined basis; our ability to effectively manage our growth; our ability to
maintain consistent quality control; delays in obtaining regulatory approvals; our ability to integrate acquisitions into our aperations; competition for the
acquisition of assets; our ability to obtain additional capital on terms acceptable to us; a decrease in the overall demand for senior housing; our
vulnerability to economic downturns; acts of nature in certain geographic areas; terminations of our resident agreements and vacancies in the living spaces
we lease; increased competition for skilled personnel; increased union activity; departure of our key officers; increases in market interest rates;
environmental contamination at any of our facilities; failure to comply with existing environmental laws; an adverse determination or resolution of
complaints filed against us; the cost and difficulty of complying with increasing and evolving regulation; and other risks detailed from time to time in our
filings with the Securities and Exchange Commission, press releases and other communications, including those set forth under “Risk Factors” included in
our Annual Report on Form 10-K for the year ended December 31, 2008 and in this Quarterly Report. Such forward-looking statements speak only as of the
date of this Quarterly Report. We expressly disclaim any obligation to release publicly any updates or revisions to any forward-looking statements
contained herein to reflect any change in our expectations with regard thereto or change in events, conditions or circumstances on which any statement is
based.
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Execufive Overview

During the third quarter of 2009, we continued 1o make progress in implementing the long-term growth objectives outlined in our most recent Annual Report
on Form 10-K, in spite of the difficult operating environment. The following is 2 summary discussion of our progress during the three and nine months
ended September 30, 2009,

Our primary long-term growth objectives are to grow our revenues, Adjusted EBITDA, Cash From Facility Operations and Facility Operating Income
primarily through a combination of: (i) organic growth in our core business, including expense control and the realization of economies of scale; (i)
continued expansion of our ancillary services programs (including therapy and home health services); and (iii) expansion of our existing communities.
Additionally, as opportunities arise, we may also grow through the selective acquisition and consolidation of additional communities, asset portfolios, home
health agencies and other senior living companics, as well as through the acquisition of the fee interest in communities that we currently lease or manage.

Qur operating results for the three and nine months ended September 30, 2009 were favorably impacied by an increase in our total revenues (primarily driven
by an increase in average monthly revenue per unit/bed including an increase in our ancillary services revenue) and by the significant cost control measures
that were implemented in recent periods. The difficult operating environment during the first nine months of 2009 has resulted in slightly lower occupancy
and diminished growth in the rates we charge our residents. We responded by controlling our expenses and capital spending, and by increasing the reach
of our ancillary services programs, We also continue to aggressively focus on maintaining and increasing occupancy.

During the first half of the year, we took steps to preserve our liquidity and increase our financial flexibility. For example, during the second quarter, we
completed a public equity offering which yielded $163.7 million of net proceeds, which were primarily used to repay the $125.0 million of indebtedness which
was outstanding under our credit facility. Furthermore, we extended the maturity of a number of mortgage loans and, factoring in contractual extension
options, have no mortgage debt maturities untit 2011 {other than periodic, scheduled principal payments). Finally, we took steps to reduce materially our
exposure to collateralization requirements associated with interest rate swaps. As a result of these steps and our operating performance during the nine
months ended September 30, 2009, we ended the third quarter with $159.3 million of unrestricted cash and cash equivalents on our condensed consolidated
balance sheet.

We recently entered into an agreement to acquire 21 senior living communities from affiliates of Sunrise Senior Living, Inc. for an aggregate purchase price
of $204.0 million plus customary transaction expenses. The portfolio has a total of 1,389 units, comprised of 92 independent living units, 876 assisted living
units and 421 Alzheimer’s units. We expect to finance the transaction with approximately $134.0 million of mortgage debt (substantially through the
assumption of existing debt), with the balance of the purchase price to be paid from cash on hand. The consummation of the transaction is subject to the
satisfaction of certain closing conditions and contingencies and the receipt of certain lender approvals. The transaction is expected to close in November
2009.

The tables below present a summary of our operating results and certain other financial metrics for the three and nine months ended September 30, 2009 and
2008 and the amount and percentage of increase or decrease of each applicable item {dollars in millions).

Three Months Ended Increase
September 30, {Decrease)
2009 2008w Percent
Totalrevenues &l S m e e G R -
Netlo . |
CashF ‘

Nine Months Ended Increase
September 30, {Decrease)

) The calculation of Adjusted EBITDA and Cash From Facility Operations for the three and nine months ended September 30, 2008 includes
hurricane and named tropical storms expense totaling $3.6 million.
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Adjusted EBITDA and Facility Operating Income are non-GAAP financial measures we use in evaluating our operating performance. Cash From Facility
Operations is a non-GAAP financial measure we use in evaluating our liquidity. See “Non-GAAP Financial Measures” below for an explanation of how we
define each of these measures, a detailed description of why we believe such measures ate useful and the limitations of each measure, a reconciliation of net
loss to each of Adjusted EBITDA and Facility Operating Income and a reconciliation of net cash provided by operating activities to Cash From Facility
QOperations.

Our revenues for the three months ended September 30, 2009 increased to $505.8 million, an increase of $23.5 million, or approximately 4.9%, over our
revenues for the three months ended September 30, 2008. For the nine months ended September 30, 2009, our revenues increased $63.4 million, or
approximately 4.4%, to $1,504.5 million over the nine months ended September 30, 2008. The increase in revenues in the current year period was primarily a
result of an increase in the average revenue per unit/bed compared to the prior year period, including growing revenues from our ancillary services
programs, partially offset by a decline in occupancy from the prior year period. Our weighted average occupancy rate for the third quarter of 2009 was
89.0%, compared to 89.7% for the third quarter of 2008.

During the three months ended September 30, 2009, our Adjusted EBITDA, Cash From Facility Operations and Facility Operating Income increased by
27.0%, 114.2% and 13.0%, respectively, when compared to the three months ended September 30, 2008. During the nine months ended September 30, 2009,
our Adjusted EBITDA, Cash From Facility Operations, and Facility Operating Income increased by 16.1%, 54.5% and 8.0%, respectively, when compared to
the nine months ended September 30, 2008,

During the three months ended September 30, 2009, we continued to expand our ancillary services offerings. As of September 30, 2009, we offered therapy
services to approximately 35,000 of our units and home health services to approximately 18,800 of our units. We continue to see positive results from the
rmaturation of previously-opened therapy and home health clinics. We also expect to continue to expand our ancillary services programs to additiona! units
and to open or acquire additional home health agencies.

During the third quarter of 2009, we opened two expansions with 2 total of 156 units. Our expansion prograrm currently has two projects under construction
that will add an additional 205 units, which are expected to open in the fourth quarter. Additionally, we recently opened the 240-unit independent living
component of our new entry fee CCRC in the Villages, Florida. The 72-bed skilled nursing unit will open in the fourth quarter.

We belicve that the deteriorating housing market, credit crisis and general economic uncertainty have caused some potential customers (or their adult
children) to delay or reconsider moving into our communities, resulting in a decrease in occupancy rates and occupancy levels when compared to the prior
year period. We remain cautious about the economy and the adverse credit and financial markets and their effect on our customers and our business. In
addition, we continue to experience volatility in the entrance fee portion of our business. The timing of enirance fee sales is subject to a number of different
factors (including the ability of potential customers to sell their existing homes) and is also inherently subject to variability (positively or negatively) when
measured over the short-term. These factors also impact our potential independent living customers to a significant extent. We expect occupancy and
entrance fee sales to normalize over the longer term.

Consolidated Results of Operations
Three Months Ended September 30, 2009 and 2008
The following table sets forth, for the periods indicated, statements of operations items and the amount and percentage of increase or decrease of these

items. The results of operations for any particular period are not necessarily indicative of results for any future period. The following data should be read in
conjunction with our condensed consolidated financial statements and the notes thereto, which are included herein.
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Segment facility operating expense for the three months ended September 30, 2008 includes hurricane and named tropical storms expense totaling $3.6
million consisting of $1.1 million for Retirement Centers, $1.3 million for Assisted Living and $1.2 miltion for CCRCs.

Total units/beds operated represent the total units/beds operated as of the end of the period.

Excluding the impact of current quarter expansion openings, for the three months ended September 30, 2009, owned/leased communities occupancy
rate was £9.2% and CCRCs occupancy rate was 86.4%.

Average monthly revenue per unit/bed represents the average of the total monthly revenues, excluding amortization of entrance fees, divided by
average occupied units/beds.

Refundable entrance fee sales for the three months ended September 30, 2009 and 2008 include amounts received from residents participating in the
MyChoice program, which allows new and existing residents the option to pay additional refundable entrance fee amoutits in retumn for a reduced
mauthly service fee. MyChoice amounts received from residents totaled $0.1 million and $0.6 million for the three months ended September 30, 2009
and 2008, respectively.

Includes $10.6 million of first generation entrance fee receipts which represent initial entrance fees received from the sale of units at a newly opened
entrance fee CCRC.
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As of September 30, 2009, our total operations included 547 communities with a capacity to serve 52,268 residents. Qur resident capacity increased by 424
units from June 30, 2009 as a result of the completion of a number of community expansion projects and the addition of one new management agreement.

Resident Fees

The increase in resident fees occurred primarily in the Assisted Living and CCRC segments. Resident fees increased over the prior-year third quarter mainky
due to an increase in average monthly revenue per unitbed during the current period including an increase in our ancillary services revenue as we continue
to roll out therapy and home health services to many of our communities. This increase was partially offset by a decrease in occupancy for our communities
in the Retirement Centers and CCRCs segments. During the current period, revenues grew 4.5% at the 517 communities we operated during both periods
with a 5.1% increase in the average monthly revenue per unit/bed and a .5% decrease in occupancy.

Retirement Centers revenue declined slightly, primarily due to a decrease in occupancy at the communities we operated during both periods, partially offset
by an increase in the average monthly revenue per unit/bed at those same communities period over period.

Assisted Living revenue increased $6.0 million, or 2.8%, due to an increase in the average monthly revenue per unit/bed and an increase in occupancy at the
communities we operated during both periods.

CCRCs revenue increased $18.5 million, or 14.1%4, primarily due to an increase in the average monthly revenue per unit/bed at the communities we operated
during both periods partially offset by a decrease in occupancy at these same communities period over period. Revenue growth was also positively
impacted by an increase in revenue related to the rollout of our anciltary services business to these communities during 2008 and 2009,

Management Fees
Management fees increased $0.5 million, or 30,1%, primarily due to a reclassification between management fees and facility operating expense.
Facilify Operating Expense

Facility operating expense increased over the prior-year period primarily due to an increase in salaries and wages, increased insurance expense, higher
deferred community fee expense recognition, and additional current year expense incurred in connection with the continued expansion of our ancillary
services programs during 2009. These increases were partially offset by significant cost control measures that were implemented in recent periods. Facility
operating expense during the third quarter of 2008 was negatively impacted by hurricane and named tropical storms expense.

Retirement Centers operating expenses decreased $4.3 million, or 5.3%, period over period, primarily due to expenses incurred related to hurricane and
named tropical storms during the third quarter of 2008, as well as decreases in public relations and advertising expenses, partially offset by additional
expense incurred in connection with the continued expansion of our ancillary services programs.

Assisted Living operating expenses decreased $1.8 million, or 1.2%, primarily due to significant cost control measures implemented in recent periods,
including reductions in overtime hours worked and reduced public relations and advertising expenses. These decreases were partially offset by additional
expense incurred in connection with the continued expansion of our anciilary services programs. Facility operating expense during the third quarter of 2008
was negatively impacted by hurricané and named tropical storms expense.

CCRCs operating expenses increased $8.9 million, or 9.0%, primarily due to an increase in expense incurred in connection with the continued expansion of
our ancillary services programs, as well as increased salaries and wages due to filling vacant positions and wage rate increases. These increases were
partially offset by significant cost control measures that were implemented in recent periods. Facility operating expense during the third quarter of 2008 was
pegatively impacted by hurricane and named tropical storms expense.

28

18"



Tabic of Contents

General and Administrative Expense

General and administrative expense increased $1.8 million, or 5.4%, primarily as a result of increases in bonus expense and non-cash stock-based
compensation expense in the current period in connection with restricted stock grants, partially offset by decreases in employee benefits expenses and
travel and entertainment expenses. General and administrative expense as a percentage of total revenue, including revenue generated by the communities
we manage and excluding non-eash compensation, integration and acquisition-related costs, was 4.5% and 4.3% for the three months ended September 30,
2009 and 2008, respectively, calculated as follows (dollars in thousands):

Three Months Ended September 30,

2009 ] 2008

compensation, integration and acquisition-related costs) 3 34,720 64% $ 32,948 6.4%

Facility Lease Expense

Lease expense remained relatively constant period over peried.

Depreciation and Amortization

Depreciation and amortization expense remained relatively constant period over period.
Interest Income

Interest income decreased $0.8 million, or 55.0%, primarily due to the recognition of interest income in the third quarter of 2008 upon collection of a long-term
note receivable, which interest income had been deferred as the interest was accumulating unpaid.

Interest Expense

Interest expense decreased $13.8 million, or 28.2%, primarily due to the change in fair value of our interest rate swaps and caps. During the three months
ended September 30, 2009, we recognized approximately $2.5 million of interest expense on our interest rate swaps and caps due to unfavorable changes in
the LIBOR yield curve which resulted in a change in the fair value of the swaps and caps, as compared to approximately $8.5 million of interest expense on
our interest rate swaps for the three months ended September 30, 2008, representing a $6.0 million decrease in interest expense period over

period. Additionally, interest expense on our mortgage debt decreased due to a decline in market interest rates period over period.
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Income Taxes

Our effective tax rates for the three months ended September 30, 2009 and 2008 are 25.6% and 38.4%, respectively. The difference in the effective rate
between these periods is primarily due to the decrease in the calculated annualized effective rate for 2009 based on projected improvements in our
performance.

An additional interest charge related to our tax contingency reserve was recorded during the three months ended September 30, 2009, Additionally, we
settled an uncertain tax position as a result of a state audit during the three months ended September 30, 2009. Tax returns for years 2005 through 2007 are
subject to future examination by tax authorities. In addition, tax returns are open from 1999 through 2004 to the extent of the net operating losses generated
during those periods.

Nine Months Ended September 30, 2009 and 2008

The following table sets forth, for the periods indicated, statements of operations items and the amount and percentage of increase or decrease of these
items. The results of operations for any particular period are not necessarily indicative of results for any future period. The following data should be read in
conjunction with our condensed consolidated financial statements and the notes thereto, which are included herein.

(dollars in thousands, except average monthly revenne per unit/bed)
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(1)  Segment facility operating expense for the nine months ended September 30, 2008 includes hurricane and named tropical storms expense totaling $3.6
million consisting of $1.1 million for Retirement Centers, $1.3 million for Assisted Living and $1.2 miltion for CCRCs.

(2)  Total units/beds operated represent the total units/beds operated as of the end of the peried.

(3)  Excluding the impact of current quarter expansion openings, for the nine months ended September 30, 2009, owned/leased communitics occupancy
rate was 88.8% and CCRCs occupancy rate was 86.4%.

(&)  Average monthly revenue per unit/bed represents the average of the total monthly revenues, exciuding amortization of entrance fecs, divided by
average occupied units/beds.

(5) Refundable entrance fee sales for the nine months ended September 30, 2009 and 2008 include amounts received from residents participating in the
MyChoice program, which allows new and existing residents the opticn to pay additional refundable entrance fee amounts in return for a reduced
monthly service fee. MyChoice amounts received from residents totaled $0.7 million and $1.8 million for the nine months ended September 30, 2009
and 2008, respectively.
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(6) Includes $10.6 million of first generation entrance fee receipts which represent initial entrance fees received from the sale of units at a newly opened
entrance fee CCRC.

As of September 30, 2009, our total operations included 547 communities with a capacity to serve 52,268 residents. Our resident capacity increased by 464
units from December 31, 2008 as a result of the completion of a number of community renovation and expansion projects and the addition of one new
management agreement, partially offset by the sale of one community and the termination of a management agreement with another community.

Resident Fees

The increase in resident fees occurred in the Assisted Living and CCRC segments. Resident fees increased over the prior-year period mainly due to an
increase in average monthly revenue per unit‘bed during the current period including an increase in our ancillary services revenue as we continue to roll out
therapy and home health services to many of our communities. This increase was partially offset by a decrease in occupancy for our communities in the
Retirement Centers and CCRCs segments. During the current period, revenues grew 4.4% at the 516 properties we operated in both periods with a 5.2%
increase in the average monthly revenue per unit/bed and a 0.7% decrease in occupancy.

Retirement Centers revenue decreased slightly, primarily due to a decrease it occupancy at the communities we operated during both periods, partially
offset by an increase in the average monthly revenue per unit/bed at those same communities period over period.

Assisted Living revenue increased $21.4 million, or 3.4%, primarily due to an increase in the average monthly revenue per unit/bed at the communities we
operated during both periods, as well as a slight increase in occupancy at these same communities period over period.

CCRCs revenue increased $45.0 million, or 11.4%, primarily due to an increase in the average monthly revenue per unit/bed at the communities we operated
during both periods, partiatly offset by a decrease in occupancy at these same communities period over period. Revenue growth was also positively
impacted by an increase in revenue related to the rollout of our ancillary services business to these communities during 2008 and 2009.

Management Fees

Management fees decreased 30.6 million, or 10.7%, primarily due to a one-time fee paid by one of the managed communities during the second quarter of
2008.

Facility Operating Expense

Facility operating expense increased over the prior-year period primarily due to an increase in salaries and wages due to wage increases occurring during
2008, increases in insurance expense, as well as higher deferred community fee expense recognition. Also there was an increase in expense incurred in
connection with the continued expansion of our ancillary services programs during 2009. These increases were partially offset by significant cost control
measures that were implemented in recent periods. Facility operating expense during the nine months ended September 30, 2008 was negatively impacted by
hurricane and named tropical storms expense.

Retirement Centers operating expenses decreased $3.8 million, or 1.6%, primarily due to expenses incurred related to hurricane and named tropical storms
during 2008, as well as decreases in public relations and advertising expenses, partially offset by additional expense incurred in connection with the
continued expansion of our anciliary services programs.

Assisted Living operating expenses increased $4.5 million, or 1.1%, primarily due to increased salaries and wages, higher deferred community fee expense

recognition, and an increase in expense incurred in connection with the continued expansion of our ancillary services programs. These increases were
partially offset by reduced overtime
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hours worked and decreased publie relations and advertising expenses. Facility operating expense during the nine months ended September 30, 2008 was
negatively impacted by hurricane and named tropical storms expense.

CCRCs operating expenses increased $25.2 million, or 8.8%, primarily due to an increase in expense incurred in connection with the continued expansion of
our anciltary services programs, as well as increased insurance expense and salaries and wages. These increases were partially offset by significant cost
control measures that were implemented in recent periods. Facility operating expense during the nine months ended September 30, 2008 was negatively
impacted by hurricane and named tropical storms expense.

General and Administrative Expense

General and administrative expense decreased $9.5 million, or 8.7%, primarily as a result of a decrease in non-controllable expenses period over period related
to an $8.0 million reserve established for certain litigation during the nine months ended September 30, 2008, as well as decreases in non-cash stock-based
compensation expense in cennection with restricted stock grants, employee benefits expenses and travel and entertainment expenses. These decreases
were partially offset by increased bonus expense in the current period. General and administrative expense as a percentage of total revenue, including
revenue generated by the communities we manage and excluding non-cash compensation, integration, non-recurring and acquisition-related costs, was
4.7% and 4.5% for the nine months ended September 30, 2009 and 2008, respectively, calculated as follows (dollars in thousands):

Nine Months Ended September 30,
2009 2008

iﬁfaﬂ%ﬂww

General and adrmmstratve
integration, non-recurring and acquisition-related costs) 3 100,148 62% § 109,633 7.1%

Facility Lease Expense
Lease expense remained relatively constant period over period.
Depreciation and Amortization

Depreciation and amortization expense decreased by $5.5 million, or 2.6%, primarily as a result of resident in-place lease intangibles becoming fully amortized
during late 2008.

Interest Income

Interest income decreased $4.4 million, or 71.3%, primarily due to the recognition of interest income upon collection of a long-term note receivable, which
interest income had been deferred as the interest was accumulating unpaid, during the nine months ended September 30, 2008.

Interest Expense

Interest expense decreased $32.4 million, or 23.9%, primarily due to the change in fair value of our interest rate swaps and caps. During the nine months
ended September 30, 2009, we recognized approximately §1.1 million of
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interest income on our interest rate swaps and caps due to favorable changes in the LIBOR yield curve which resulted in a change in the fair value of the
swaps and caps, as compared to approximately $17.3 million of interest expense on our interest tate swaps for the nine months ended September 30,
2008. Interest expense on our mortgage debt also decreased due to a decline in market interest rates period over period.

Other Non-operating Income (Expense)

Other non-operating income (expense) increased $4.6 million primarily due to the gain on sale of a joint venture interest during the nine months ended
September 30, 2009.

Income Taxes

Our effective tax rates for the nine months ended September 30, 2009 and 2008 are 29.4% and 36.8%, respectively. The difference in the effective rate
between these periods is primarily due to the decrease in the calculated annualized effective rate for 2009 based on projected improvements in our
performance. The rate was also impacted by our stock based compensation deduction as calculated under the FASB guidance on Share-Based Payment for
2009 due to the movements in the stock price between September 30, 2008 and September 30, 2009.

An additional interest charge related to our tax contingency reserve and a new uncertain tax position were recorded during the nine months ended
September 30, 2009. Additionally, we settled an uncertain tax position as a result of a state audit during the nine months ended September 30, 2009. Tax
returns for years 2005 through 2007 are subject to future examination by tax authorities. In addition, tax returns are open from 1999 through 2004 to the
extent of the net operating losses generated during those periods.

Critical Accounting Policies and Estimates

For a description of our critical accounting policies and estimates, see our Annual Report on Form 10-K for the fiscal year ended December 31, 2008

Liquidity and Capital Resources

The following is 2 summary of cash flows from operating, investing and financing activities, as reflected in the condensed consolidated statements of cash
flows (dollars in thousands):

Nine Months Ended
September 30,

2009 2008

C o o gasony

TR

S
105,340

SRR S Y,

Eash and cash eqﬁivaients ai end of pérfod T ’ ' 3 159,313 §

The increase in cash provided by operating activities was atiributable to improved operating performance period over period as well as working capital
management, partially offset by security deposits returned to prospective residents on a discontinued development project.

The increase in cash used in investing activities was primarily attributable to an increase in restricted cash balances funded (in order to reduce our letter of
credit needs) related to the renegotiation of the line of credit in the current year which was partially offset by a reduction on spending on property, plant and
equipment and leasehold improvements period over period, as well as cash reccived on a sale-leaseback transaction and for the sale of a joint venture
interest in the current period, The prior year period alse includes a cash payment received on outstanding notes receivable.

The increase in cash provided by financing activities period over period was primarily attributable to proceeds received from the public equity offering in
the current period as well as a decrease in dividend payments due to the
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suspension of the dividend during the fourth quarter of 2008 and a decrease in swap termination payments during the current period, partially offset by a
decrease in net borrowings in the current year period.

Our principal sources of liquidity have historically been from:

cash balances on hand;

cash flows from operations;

proceeds from our credit facilities;

proceeds from morigage financing or refinancing of various assets;

funds generated through joint venture arrangements or sale-leaseback transactions; and

with somewhat lesser frequency, funds raised in the debt or equity markets and proceeds from the selective disposition of underperforming assets.

Over the longer-term, we expect to continue to fund our business through these principal sources of liquidity. Over the near-term, however, we expect a
reduced level of mortgage refinancing activity. We also anticipate a reduced level of reliance on proceeds from our credit facility over the near-term
compared to historical levels.

Our liquidity requirements have historically arisen from:

working capital;

operating costs such as employee compensation and related benefits, general and administrative expense and supply costs;

debt service and lease payments;

acquisition consideration and transaction costs;

cash collatetal required to be posted in connection with our interest rate swaps and related financial instruments;

capital expenditures and improvements, including the expansion of our current communities and the development of new communities;
dividend payments;

purchases of common stock under our previous share repurchase authorization; and

other corporaie initiatives (including integration and branding).

Over the near-term, we expect that our liquidity requirements will primarily arise from:

working capital;

operating costs such as employee compensation and related benefits, general and administrative expense and supply costs;

debt service and lease payments;

capital expenditures and improvements, including the expansion of our current communities and the development of new communities;
other corporate initiatives (including systems);

acquisition consideration and transaction costs; and

to a lesser extent, cash collateral required to be posted in connection with our interest rate swaps and related financial instruments.

We are highly leveraged and have significant debt and lease obligations. We have two principal corporate-level indebtednesses: our $75.0 million amended
credit facility (including a $25.0 million letter of credit sublimit) and our unsecured facilities providing for up to $48.5 million of letters of credit in the
aggregate. The remainder of our indebtedness Is generally comprised of non-recourse property-level morigage financings.

During the nine months ended September 30, 2009, we completed a public equity offering which yielded $163.7 million of net proceeds. In conjunction with
the completion of the offering, we entered into an amendment to our credit facility which, among other things, reduced the maximum revolving loan
commitment to $75.0 million as discussed below. Proceeds from the offering were primarily used to repay the $125.0 million of indebtedness which was
outstanding under the credit facility,
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At September 30, 2009, we had $2.1 billion of debt cutstanding, excluding capital lease obligations, at a weighted-average interest rate of 3.89%. At
September 30, 2009, we had $323.5 million of capital and financing lease obligations, $23.7 million of letters of credit had been issued under the amended
credit facility, and $48.5 million of letters of credit had been issued under our unsecured letter of credit facilities. Approximately $155.4 million of our debt
obligations are due on or before September 30, 2010. We also have substantial operating lease obligations and capital expenditure requirements. For the
year ending September 30, 2010, we will be required to make approximately $262.1 million of payments in connection with our existing operating leases.

We had $159.3 million of cash and cash equivalents at September 30, 2009, excluding cash and escrow deposits-restricted and lease security deposits of
$189.4 million. Additionally, as of September 30, 2009, we had $51.3 million available under our corporate credit facility, of which $1.3 million can be drawn as
letters of credit.

In late 2008, we began replacing some of our outstanding letiers of credit with restricted cash in order to reduce our letter of credit needs.

As of September 30, 2009, we had $155.4 million of current debt maturities. Although certain of our debt obligations are scheduled to mature on or prior to
September 30, 2010, we have the option, subject to the satisfaction of customary conditions (such as the absence of 2 material adverse change), to extend
the maturity of approximately $131.0 million of certain non-recourse mortgages payable included in such debt until 201 1, as the instruments associated with
these mortgages payable provide that we can extend the respective maturity dates for one 12 month term each from the existing maturity dates.

At September 30, 2009, we had $247.6 million of negative working capital, which includes the classification of $208.5 million of refundable entrance fees and
$14.9 milfion in tenant deposits as current liabilities. Based upon our historical operating expetience, we anticipate that only 9.0% to 12.0% of those entrance
fee liabilities will actually come due, and be required to be settled in cash, during the next 12 months. We expect that any entrance fee liabilities due within
the next 12 months will be fully offset by the proceeds penerated by subsequent entrance fee sales. Entrance fee sales, net of refunds paid, provided 523.4
milkion of cash for the nine months ended September 30, 2009.

For the year ending December 31, 2009, we anticipate that we will make investments of approximately $50.0 million to $55.0 million for capital expenditures
(net of approximately $90.0 million expected to be reimbursed from lenders/lessors or funded through construetion financing), comprised of approximately
$21.0 million to $23.0 million of net recurring capital expenditures, approximately $2.0 million to $3.0 million of net capital expenditures in connection with our
community expansion and development program, and approximately $27.0 million to $29.0 million of expenditures relating to other major projects (including
corporate initiatives). These major projects include unusual or non-recurring capital projects, projects which create new or enhanced economics, such as
major renovations or repositioning projects at our communities (including deferred expenditures in connection with recently acquired communities), systems
related expenditures, and expenditures supporting the expansion of our ancillary services programs. For the nine months ended September 30, 2009, we
spent approximately $12.0 million for net recurring capital expenditures and approximately $11.9 miltion for expenditures relating to other major projects and
corpoerate initiatives and had a net receipt of cash of approximately $6.4 million (consisting of $61.6 million for capital expenditures net of $68.0 million that
had been reimbursed as of September 30, 2009) in connection with our expansion and development program.

During 2009, we anticipate funding the majority of capital expenditures relating to our expansion and development program through debt and lease
financings for those projects (approximately $88.0 million in the aggregate). We expect that our other capital expenditures will be funded from cash on hand,
cash flows from operations, and amounts drawn on our credit facility.

Through 2007, we focused on growth primarily through acquisition, spending approximately $2.2 billion during 2007 and 2006 on acquiring communities and
companies, excluding fees, expenses and assumption of debt. Given the market environment and limitations imposed by our credit facility, we have recently
been focusing on integrating previous acquisitions and on the significant organic growth opportunities inherent in our growth strategy and have engaged
in a reduced level of acquisition activity, Over the longer-term (and as opportunities atise over the near-term), we plan to take advantage of the fragmented
continuing care, independent living and assisted living sectors by selectively purchasing existing operating companies, asset portfolios, home health
agencies and communities. We may also seek to acquire the fee interest in communities that we currently lease or manage.

36

A -



Fable of Contents

In the normal course of business, we use a variety of financial instruments to mitigate interest rate risk. We have entered into certain interest rate protection
and swap agreements to effectively cap or convert floating rate debt to a fixed rate basis. Pursuant to certain of our hedge agreements, we are required to
secure our obligation to the counterparty by posting cash or other collateral if the fair value liability exceeds specified thresholds. In periods of significant
volatility in the credit markets, the value of these swaps can change significantly and as a result, the amount of collateral we are required to post can change
significantly. We have recently taken a number of steps to reduce our collateral posting risk. In particular, during 2008 and the nine months ended
September 30, 2009, we terminated a number of interest rate swaps with an aggregate notional amount of $1.1 billion and purchased $509.3 million in
aggregate notional amount of interest rate caps, which do not require the posting of cash collateral. Furthermore, during 2008, we obtained $37.6 million of
swaps that are secured by underlying mortgaged assets and, hence, do not require cash collateralization. As of September 30, 2009, we have $734.6 miHlion in
aggregate notional amount of interest rate caps, $37.6 million in aggregate notional amount of swaps secured by underlying mortgaged assets, $314.2 million
in aggregate notional amount of swaps that require cash collateralization and $93.0 million of variable rate debt that is not subject to any cap or swap
agreements.

We expect to continue to assess our financing alternatives periodically and access the capital markets opportunistically. [four existing resources are
insufficient to satisfy our liquidity requirements, or if we enter into an acquisition or strategic arrangement with another company, we may need to sell
additional equity or debt securities. Any such sale of additional equity securities will difute the interests of our existing stockholders, and we cannot be
certain that additional public or private financing will be available in amounts or on terms acceptable to us, if at all (particularly given current market
conditions). If we are unable to obtain this additional financing, we

may be required to delay, reduce the scope of, or eliminate one or more aspects of our business development activities, any of which could reduce the
growth of our business.

During late 2008 and the first half of 2009, we took steps {o preserve our liquidity and increase our financial flexibility. For example, we suspended our
quarterly dividend payments, terminated our share repurchase program and initiated a number of cost control measures (including limitations on our capital
expenditures). In addition, we completed the public equity offering described above and repaid the outstanding borrowings on our corporate credit
facility. We currently estimate that our existing cash flows from operations, together with existing working capital, amounts available under our credit
facility and, to a lesser extent, proceeds from anticipated financings and refinancings of various assets, will be sufficient to fund our liquidity needs for at
least the next 12 months, assuming that the overall economy does not substantially deteriorate further.

Our actual liquidity and capital funding requirements depend on numerous facters, including our operating results, the actual level of capital expenditures,
our expansion, development and acquisition activity, general economic conditions and the cost of capital. Shortfalls in cash flows from operating results or
other principal sources of liquidity may have an adverse impact on our ability to execute our business and growth strategies. The current volatility in the
credit and financial markets may also have an adverse impact on our liquidity by making it more difficult for us to obtain financing or refinancing. Asa
result, this may impact our ability to grow our business, maintain capital spending levels, expand certain communities, or execute other aspects of our
business strategy. In order to continue some of these activities at historical or planned levels, we may incur additional indebtedness or lease financing to
provide additional funding. There can be no assurance that any such additional financing will be available or on terms that are acceptable to us (particulatly
in light of current adverse conditions in the credit market).

As of September 30, 2609, we are in compliance with the financial covenants of our outstanding debt and lease agreements.

Credit Facilities

As of January 1, 2009, we had an available secured line of credit of $245.0 million (including a $70.0 million letter of credit sublimit), an associated letter of
credit facility of up to $80.0 million, and separate letter of credit facilities of up to $42.5 million in the aggregate. The line of credit bore interest at the base
rate plus 3.0% or LIBOR plus 4.0%, at our election, and was scheduled to mature on May 15, 2009. We were required to pay fees ranging from 2.5% to 4.0%

of the amount of any outstanding letters of credit issued under the associated letter of credit facility and are required to pay a fee of 2.5% of the amount of
any outstanding letters of credit issued under the separate letter of credit facilities.
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Refinancing of Line of Credit

During late 2008 and early 2009, we entered into unsecured facilities with a financial institution, maturing in November 2011, providing for up to $48.5 million
of letters of credit in the aggregate and entered into a Second Amended and Restated Credit Agreement, dated February 27, 2009, with Bank of America,
N.A., as administrative agent, Banc of America Securities LLC, as sole lead arranger and book manager, and the several lenders from time to time parties
thereto. The amended credit agreement amended and restated our previous $245.0 million secured line of credit and terminated the associated $80.0 million
letter of credit facility.

The amended credit agreement initially consisted of 3 $230.0 million revolving loan facility with a $25.0 million letter of credit sublimit and is scheduled to
mature on August 31, 2010.

Pursuant to the terms of the amended credit agreement, certain of our subsidiaries, as guarantors, will guarantee our obligations under the amended credit
agreement and the other loan documents. Further, in connection with the amended credit agreement, (i} the company and certain guarantors executed and
delivered a Pledge Agreement in favor of the administrative agent for the banks and other financial institutions from time to time parties to the amended
credit agreement, pursuant to which such guarantors pledged certain assets for the benefit of the secured parties as collateral security for the payment and
performance of cur obligations under the amended credit agreement and the other loan documents and (ii) certain guarantors granted mortgages and
executed and delivered a Security Agreement, in each case, in favor of the administrative agent for the banks and other financial institutions

from time to time parties to the amended credit agreement encumbering certain real and personal property of such guarantors. The collateral includes,
among other things, certain real property and related personal property owned by the guarantors, equity interests in certain of our subsidiaries, all related
books and records and, to the extent not otherwise included, all proceeds and products of any and all of the foregoing.

At our option, amounts drawn under the revolving loan facility initially bere interest at either (i) LIBOR plus a margin of 7.0% or {ii) the greater of (a) the
Bank of America prime rate or (b) the Federal Funds rate plus 0.5%, plus a margin of 7.0%. For purposes of determining the interest rate, in no event shall
the base rate or LIBOR be less than 3.0%. In connection with the loan commitments, we will pay a quarterly commitment fee of 1.0% per annum on the
average daily amount of undrawn funds. We were initialty required to pay a fee equal to 7.0% of the amount of any issued and outstanding letters of credit;
provided, with respect to drawable amounts that have been cash collateralized, the letter of credit fee shall be payable at a rate per annum equal to 2.0%.

The amended credit agreement contains typical representations and covenants for loans of this type, including restrictions on our ability to pay dividends,
make distributions, make acquisitions, incur capital expenditures, incur new liens, or repurchase shares of our common stock. The amended credit agreement
also contains financial covenants, including covenants with respect to maximum consolidated adjusted leverage, minimum consolidated fixed charge
coverage, minimum tangible net worth, and maximun total capital expenditures. A violation of any of these covenants (including any failure to remain in
compliance with any financial covenants contained therein) could result in a default under the amended credit agreement, which would result in termination
of all commitments and foans under the amended credit agreement and all other amounts owing under the amended credit agreement and certain other loan
agreements becoming immediately due and payable.

On June 1, 2009, in connection with the equity offering described above, we entered into the First Amendment to the Second Amended and Restated Credit
Agreement (the “First Amendment”) pursuant to which the maximum revolving loans that can be outstanding at any time under the amended credit
agreement was reduced to $75.0 million, In addition, the interest rate margin on loans, as well as fees on letters of credit, as a result of the maximum amount
of the facility having been reduced to $75.0 million, was reduced to 6.0%.

Pursuant to the First Amendment, we were given greater flexibility to make acquisitions by increasing aggregate permitted cash consideration from
$10.0 million to $100.0 million, to make capital expenditures up to $30.0 million per quarter and to incur an additional $20.0 million in liens and letters of credit.

As of September 30, 2009, we have an available secured line of credit of $75.0 mitlion (including 2 $25.0 million letter of credit sublimit) and separate
unsecured letter of credit facilities of up to $48.5 million in the aggrepate. As of September 30, 2009, there were no borrowings under the revolving loan
facility, $23.7 million of letters of credit has been issued under the amended credit facility, and $48.5 million of letters of credit had been issued under our
unsecured letter of credit facilities.
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Contractual Commitments

Significant ongoing commitments consist primarily of leases, debt, purchase commitments and certain other long-term liabilities. For 2 summary and
complete presentation and description of our ongoing commitments and contractual obligations, see the “Contractual Commitments™ section of
Management's Discussion and Analysis of Financial Condition and Results of Operations in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2008.

There have been no material changes in our contractual commitments during the nine months ended September 30, 2009 other than with respect to the
repayment of the entire outstanding balance on our line of credit in connection with the public equity offering discussed above.

Off-Balance Sheet Arrangements
The equity method of accounting has been applied in the accompanying financial statements with respect to our investment in unconsolidated ventures
that are not considered variable interest entities as we do not possess a controlling financial interest. We do not believe these off-balance sheet
arrangements have or are reasonably likely to have a current or future effect on our financial condition, changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures or capital resources that are material to investors.
Non-GAAP Financial Measures
A non-GAAP financial measure is generally defined as one that purports to measure historical or future financial performance, financial position or cash
fiows, but excludes or includes amounts that would not be so adjusted in the most comparable GAAP measure. In this report, we define and use the non-
GAAP financial measures Adjusted EBITDA, Cash From Facility Operations and Facility Operating Income, as set forth below.
Adjusted EBITDA
Definition of Adjusted EBITDA
We define Adjusted EBITDA as follows:
Net income (loss) before:

provision (benefit) for income taxes;

non-operating (income) expense items;

depreciation and amortization (including non-cash impairment charges);

straight-line lease expense (income);

amortization of deferred gain;

amortization of deferred entrance fees; and

non-cash compensation expense;

and including:

entrance fee receipts and refunds (excluding certain first generation entrance fee receipts on newly opened eatrance fee CCRCs).
In the current period, we clarified the definition of Adjusted EBITDA to exclude initial entrance fees received from the sale of units at newly opened

entrance fee CCRCs where the Company is required to apply such entrance fee proceeds to satisfy debt.
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Management’s Use of Adjusted EBITDA

We use Adjusted EBITDA to assess our overall financial and operating performance. We believe this non-GAAP measure, as we have defined it, is helpful
in identifying trends in our day-to-day performance because the items excluded have little or no significance on our day-to-day operations. This measure
provides an assessment of controllable expenses and affords management the ability to make decisions which are expected to facilitate meeting current
financial goals as well as achieve optimal financial performance. It provides an indicator for management to determine if adjustments to current spending
decisions are needed.

Adjusted EBITDA provides us with a measure of financial performance, independent of items that are beyond the control of management in the short-term,
such as depreciation and amortization (including non-cash impairment charges), straight-line lease expense (income), taxation and interest expense
associated with our capital structure. This metric measures our financial performance based on operational factors that management can impact in the short-
term, namely the cost structure or expenses of the organization. Adjusted EBITDA is one of the metrics used by senior management and the board of
directors to review the financial performance of the business on a monthty basis. Adjusted EBITDA is also used by research analysts and investors to
evaluate the performance of and value companies in our industry,

Limitations of Adjusted EBITDA

Adjusted EBITDA has limitations as an analytical tool. [t should not be viewed in isolation or as a substitute for GAAP measures of earnings. Material
limitations in making the adjustments to our earnings to calculate Adjusted EBITDA, and using this non-GAAP financial measure as compared to GAAP net
income (loss), include:

the cash portion of interest expense, income tax (benefit) provision and non-recurring charges related to gain (loss) on sale of communities and
extinguishment of debt activities generally represent charges (gains), which may significantly affect our financial results; and

depreciation and amortization, though not directly affecting our current cash position, represent the wear and tear and/or reduction in value of
our communities, which affects the services we provide to our residents and may be indicative of future needs for capital expenditures,

An investor or potential investor may find this item important in evaluating our performance, results of operations and financial position. We use non-
GAAP financial measures to supplement our GAAP results in order to provide a more complete understanding of the factors and trends affecting our
business.

Adjusted EBITDA is not an alternative to net income, income from operations or cash flows provided by or used in operations as calculated and presented
in accordance with GAAP. You should not rely on Adjusted EBITDA as a substitute for any such GAAP financial measure. We strongly urge you to
review the reconciliation of Adjusted EBITDA to GAAP net income (loss), along with our condensed consolidated financial statements included

herein. We also strongly urge you to not rely on any single financial measure to evaluate our business. In addition, because Adjusted EBITDA is nota
measure of financial performance under GAAP and is susceptible to varying calculations, the Adjusted EBITDA measure, as presented in this report, may
differ from and may not be comparable to similarly titled measures used by other companies.

The table below shows the reconciliation of net loss to Adjusted EBITDA for the three and nine months ended September 30, 2009 and 2008 (doltars in
thousands):
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Three Months Ended Nine Months Ended
September 30, September 30,

2009 (l) 20080 2009 20(}8(“1

)
(22,338) X (54.996)

NoneEsERaSR e

Entrance feé rece1 }S(z)h

(1) The calculation of Adjusted EBITDA includes integration and acquisition-related costs for the three and nine months ended September 30, 2009
of $2.2 million and $2.7 million, respectively. Integration and hurricane and named tropical storms expense as well as other non-recurring cosis
were $7.5 million for the three months ended September 30, 2008 and $20.8 miflion for the nine months ended September 30, 2008. The amount for
the nine months ended September 30, 2008 includes the effect of an $8.0 million reserve established for certain litigation.

(2} Includes the receipt of refundable and nonrefundable entrance fees.

(3)  First gencration entrance fees received represents initial entrance fees received from the sale of units at a newly opened entrance fee CCRC
where the Company is required to apply such entrance fee proceeds to satisfy debt.

Cash From Facility Operations

Definition of Cash From Facility Operations

We define Cash From Fagility Operations (CFFO) as follows:

Net cash provided by (used in) operating activities adjusted for:

changes in operating assets and liabilities;
deferred interest and fees added to principal;
refundable entrance fees received;
certain first generation entrance fee receipts on newly opened entrance fee CCRCs;
entrance fee refunds disbursed;
lease financing debt amortization with fair market value or no purchase options;

other; and

recurring capital expenditures.
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In the current period, we clarified the definition of CFFO to exclude initial entrance fees received from the sale of units at newly opened entrance fee CCRCs
where the Company is required to apply such entrance fee proceeds to satisfy debt.

Recurring capital expenditures include expenditures capitalized in accordance with GAAP that are funded from CFFO. Amounts excluded from recurring
capital expenditures consist primarily of unusual or non-recurring capital items (including integration capital expenditures), community purchases and/or
major projects or renovations that are funded using financing proceeds and/or proceeds from the sale of communities that are held for sale.

Management’s Use of Cash From Facility Operations

We use CFFQ to assess our overall liquidity. This measure provides an assessment of controllable expenses and affords management the ability to make
decisions which are expected to facilitate meeting current financial and liquidity goals as well as to achieve optimal financial performance. [t provides an
indicator for management to determine if adjustments to current spending decisions are needed.

This metric measures our liquidity based on operational factors that management can impact in the short-term, namely the cost structure or expenses of the
organization. CFFQ is one of the metrics used by our senior management and board of directors (i) to review our ability to service our outstanding
indebtedness (including our credit facilities and long-term leases), {ii) to review our ability to pay dividends to stockholders, (iii) to review our ability to
make regular recurring capital expenditures to maintain and improve our communities on a period-to-period basis, (iv) for planning purposes, including
preparation of our annual budget, (v) in making compensation determinations for certain of our associates (including our named executive officers) and (vi)
in setting various covenants in our credit agreements. These agreements generally require us to escrow or spend a minimum of between $250 and $450 per
unit/bed per year. Historically, we have spent in excess of these per unit/bed amounts; however, there is no assurance that we will have funds available to
escrow or spend these per unit/bed amounts in the future. If we do not escrow or spend the required minimum annual amounts, we would be in default of
the applicable debt or lease agreement which could trigger cross default provisions in our outstanding indebtedness and lease amangements.

Limitations of Cash From Facility Operations

CFFO has limitations as an analytical tool. It should not be viewed in isolation or as a substitute for GAAP measures of cash flow from operations. CFFO
does not represent cash available for dividends or discretionary expenditures, since we may have mandatory debt service requirements or other non-
discretionary expenditures not reflected in the measure. Material limitations in making the adjustment to our cash flow from operations to calcutate CFFO,
and using this non-GAAP financial measure as compared to GAAP operating cash flows, include:

the cash portion of interest expense, income tax {benefit) provision and non-recurring charges related to gain (loss) on sale of communities and
extinguishment of debt activities generally represent charges (gains), which may significantly affect our financial results; and

depreciation and amortization, though not directly affecting out current cash position, represent the wear and tear and/or reduction in value of our
communities, which affects the services we provide to our residents and may be indicative of future needs for capital expenditures.

We believe CFFOQ is useful to investors because it assists their ability to meaningfully evaluate (1} our ability to service our outstanding indebtedness,
including our credit facilities and capital and financing leases, (2) our ability to pay dividends to stockholders and (3) our ability to make regular recurring
capital expenditures to maintain and improve our communities.

CFFO is not an alternative to cash flows provided by or used in operations as calculated and presented in accordance with GAAP. You should not rely on
CFFO as a substitute for any such GAAP financial measure. We strongly urge you to review the recenciliation of CFFQ to GAAP net cash provided by
(used in) operating activities, along with our condensed consolidated financial statements included herein. We also strongly urge you to not rely on any
single financial measure to evaluate our business. In addition, because CFFO is not a measure of financial performance under GAAP and is susceptible to
varying calculations, the CFFOQ measure, as presented in this report, may differ from and may not be comparable to similarly titled measures used by other
compames.
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The table below shows the reconciliation of net cash provided by operating activities to CFFO for the three and nine months ended September 30, 2009 and
2008 (dollars in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,

20090y 2008 2009 ) 20080

Rei

(1) The calculation of CFFO includes integration and acquisition-related costs for the three and nine months ended September 30, 2009 of $2.2 million
and $2.7 million, respectively. Integration and hurricane and named tropical storms expense as well as other non-recurring costs were $7.5 million
for the three months ended September 30, 2008 and $20.8 million for the nine months ended September 30, 2008. The amount for the nine months
ended September 30, 2008 includes the effect of an $8.0 million reserve established for certain litigation.

(2) Entrance fee receipts include promissory notes issued to the Company by the resident in lieu of a portion of the entrance fees due, Notes issued
(net of collections) for the three and nine months ended September 30, 2009 were $3.3 million and $6.8 million, respectively. Notes issued (net of
collections) for the three and nine months ended September 30, 2008 were not material.

(3) Total entrance fee receipts for the three months ended September 30, 2009 and 2008 were $21.9 million and $1 1.5 miilion, respectively, including
$12.6 million and $7.3 million, respectively, of nonrefundable entrance fee receipts included in net cash provided by operating activities. Total
entrance fee receipts for the nine months ended September 30, 2009 and 2008 were $40.3 million and $30.4 million, respectively, including $23.2
million and $15.2 million, respectively, of nonrefundable entrance fee receipts included in net cash provided by operating activities.

{4) First generation entrance fees received represents initial entrance fees received from the sale of units at 2 newly opened entrance fee CCRC where the
Company is required to apply such entrance fee proceeds to satisfy debt.
Facility Operating Income
Definition of Facility Operating Income
We define Facility Operating Income as follows:

Net income {loss) before:
provision (benefit) for income taxes;
non-operating (income) expense items;
depreciation and amortization (including non-cash impairment charges);
facility lease expense;
general and administrative expense, including non-cash stock compensation expense;

amortization of deferred entrance fee revenue; and

management fees.
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Management s Use of Facility Operating Income

We use Facitity Operating Income to assess our facility operating performance. We believe this non-GAAP measure, as we have defined it, is helpful in
identifying trends in our day-to-day facility performance because the items excluded have little or no significance an our day-to-day facility

operations. This measure provides an assessment of revenue generation and expense management and affords management the ability to make decisions
which are expected to facilitate meeting current financial goals as well as to achieve optimal facility financial performance. It provides an indicator for
management to determine if adjustments to current spending decisions are needed.

Facility Operating Income provides us with a measure of facility financial performance, independent of items that are beyond the control of management in
the short-term, such as depreciation and amortization, lease expense, taxation and interest expense associated with our capital structure. This metric
measures our facility financial performance based on operational factors that management can impact in the short-term, namely the cost structure or
expenses of the organization, Facility Qperating Income is one of the metrics used by our senior management and board of directors to review the financial
performance of the business on a monthly basis. Facility Operating Income is also used by research analysts and investors to evaluate the performance of
and value companies ir: our indusiry by investors, lenders and lessors. In addition, Facility Operating Income is a common measure used in the industry to
value the acquisition or sales price of communities and is used as a measure of the returns expected to be generated by a community.

A number of our debt and lease agreements contain covenants measuring Facility Operating Income to pauge debt or lease coverages. The debt or lease
coverage covenants are penerally calculated as facility net operating income (defined as total operating revenue less operating expenses, all as determined
on an accrual basis in accordance with GAAP). For purposes of the coverage calculation, the lender or lessor will further require a pro forma adjustment to
facility operating income to include a management fee (generally 4% to 5% of operating revenue) and an annual capital reserve (generally 5250 to $450 per
unit/bed). An investor or potential investor may find this item important in evaluating our performance, results of operations and financial position,
particularly on a facility-by-facility basis.

Limitations of Facility Operating Income

Facility Operating Income has limitations as an analytical tool. It should not be viewed in isolation or as a substitute for GAAP measures of
eamnings. Material Himitations in making the adjustments to our earnings to calculate Facility Operating Income, and using this non-GAAP financial measure
as compared to GAAP net income (loss), include:

interest expense, income tax (benefit} provision and non-recurring charges related to gain (loss) on sale of communities and extinguishment of debt
activities generally represent charges (gains), which may significantly affect our financial results; and

depreciation and amortization, though not directly affecting our current cash position, represent the wear and tear and/or reduction in value of our
communities, which affects the services we provide to our residents and may be indicative of future needs for capital expenditures.

An investor or potential investor may find this item important in evaluating our performance, results of operations and financial position on a facility-by-
facility basis. We use non-GAAP financial measures to supplement our GAAP results in order to provide a more complete understanding of the factors and
trends affecting our business.

Facility Operating Income is not an alternative to net income, income from operations or cash flows provided by or used in operations as calculated and
presented in accordance with GAAP. You should not rely on Facility Operating Income as a substitute for any such GAAP financial measure. We strongly
urge you to review the reconciliation of Facility Operating Income to GAAP net income (loss), along with our condensed consolidated financial statements
included herein. We also strongly urge you to not rely on any single financial measure to evaluate our business. In addition, because Facility Operating
Income is not a measure of financial performance under GAAP and is susceptible to varying calculations, the Facility Operating Income measure, as
presented in this report, may differ from and may not be comparable to simitarly titled measures used by other companies.

The table below shows the reconciliation of net loss to Facility Operating Income for the three and nine months ended September 30, 2009 and 2008 (dollars
in thousands):
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Three Months Ended Nine Months Ended
September 30, September 30,
200? _ 2008 2009 2008

(22338)

) Capitalized lease obligation
A

AT

gt Com
Income (loss) from operations
A

169,175 § 149829 § 481,196

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are subject to market risks from changes in interest rates charged on our credit facilities, other floating-rate indebtedness and lease payments subject to
floating rates. The impact on earnings and the value of our long-term debt and lease payments are subject to change as a result of movements in market
rates and prices. As of September 30, 2009, we had approximately $953.1 million of long-term fixed rate debt, $1.0 billion of long-term variable rate debt and
$323.5 million of capital and financing lease obligations. As of September 30, 2009, our total fixed-rate debt and variable-rate debt outstanding had weighted-
average interest rates of 3.89%.

We enter into certain interest rate swap agreements with major financial institutions to manage our risk on variable rate debt. Additionally, during 2008 and
2009, we entered into certain cap agreements to effectively manage our risk above certain interest rates. As of September 30, 2009, $1.3 billion, or 61.3%, of
our debt, excluding capital and financing lease obligations, either has fixed rates or variable rates that are subject to swap agreements. As of September 30,
2009, $734.6 million, or 34.4%, of our debt, excluding capital and financing lease obligations, is subject to cap agreements, The remaining $93.9 million, or
4.4%, of our debt is variable rate debt, not subject to any cap or swap agreements. A change in interest rates would have impacted our interest rate expense
related to all outstanding variable rate debt, excluding capital and financing lease obligations, as follows: a one, five and ten percent change in interest rates
would have an impact of $7.5 million, $39.0 million and $52.5 million, respectively.

As noted above, we have entered into certain interest rate protection and swap agreements to effectively cap or convert floating rate debt to a fixed rate

basis, as well as to hedge anticipated future financing transactions. Pursuant to certain of our hedge agreements, we are required to secure our obligation to
the counterparty by posting cash or other collateral if the fair value liability exceeds a specified threshold.
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Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure controls
and procedures (as such term is defined in Rules 13a-15(¢) and 15d-15(¢)

under the Securities Exchange Act of 1934) as of the end of the period covered by this report. Based on such evaluation, our Chief Executive Officer and
Chief Financial Officer each concluded that, as of September 30, 2009, our disclosure controls and procedures were effective.

Changes in [nternal Control over Financial Reporting

There has not been any change in our interna! control over financial reporting {as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange
Act) during the fiscal quarter ended September 30, 2009 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

PART IL OTHER INFORMATION
Item 1. Legal Proceedings

The information contained in Note 9 to the Condensed Consolidated Financial Statements contained in Part I, Item 1 of this Quarterly Report on Form 10-Q
is incorporated herein by this reference. See the Company’s Quarterly Report on 10-Q for the quarter ended June 30, 2009 for a summary of certain litigation
that was settled during that period.

Item 1A. Risk Factors

For information regarding the most significant risks facing the Company, please see the risk factors set forth in Part I, liem [ A of our Annual Report on Form
10-K for the year ended December 31, 2008, filed with the SEC on March 2, 2009, as well as the risks discussed below. There have been no material changes
to the risk factors contained in our Form 10-K other than as set forth below.

Recent disruptions in the financial markets could affect our ability to obtain financing or to extend or refinance debt as it matures, which could
negatively impact our liquidity, financial condition and the markef price of our common stock.

The United States stock and credit markets have recently experienced significant price volatility, dislocations and liquidity disruptions, which have caused
market prices of many stocks to fluctuate substantially and the spreads on prospective debt financings to widen considerably. These circumstances have
materially impacted liquidity in the financial markets, making terms for certain financings less atiractive, and in some cases have resulted in the unavailability
of financing, Continued uncertainty in the stock and credit markets may negatively impact our ability to access additional financing (including any
refinancing or extension of our existing debt} on reasonable terms, which may negatively affect our business.

As of September 30, 2009, we had an available secured line of credit of $75.0 million {including a $25.0 million letter of credit sublimit) and separate letter of
credit facilities of up to $48.5 million in the aggregate. As of September 30, 2009, we also had $155.4 million of debt that is scheduled to mature during the
twelve months ending September 30, 2010. If we are unable to extend our credit facility, or enter into a new credit facility, at or prior to its August 31, 2010
maturity date or extend (or refinance, as applicable) any of our other debt or letter of credit facilities prior to their scheduled maturity dates, our liquidity and
financial condition could be adversely impacted. In addition, even if we are able to extend or replace our credit facility at or prior to its maturity or extend or
refinance our ather maturing debt or letter of credit facilities, the terms of the new financing may not be as favorable to us as the terms of the existing
financing.

A prolonged downturn in the financial markets may cause us to seek alternative sources of potentially less attractive financing, and may require us to

further adjust our business plan accordingly. These events also may make it more difficult or costly for us to raise capital, including through the issuance of
common stock. Continued disruptions in
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the financial markets could have an adverse effect on us and our business. If we are not able to obtain additional financing on favorable terms, we also may
have to delay or abandon some or all of our growth strategies, which could adversely affect our revenues and results of operations.

If we are not able to satisfy the conditions precedent fo exercising the extension options associated with ceriain of our debt agreements, our liguidity
and financial condition could be negatively impacted.

Our consolidated financial statements reflect approximately $155.4 million of debt obligations due on or prior to September 30, 2010, Although these debt
obligations are scheduled to mature on or prior to September 30, 2010, we have the option, subject to the satisfaction of customary conditions (such as the
absence of 2 material adverse change), to extend the maturity of approximately $131.0 million of certain non-recourse mortgages payable included in such
debt until 2011, as the instruments associated with such mortgages payable provide that we can extend the respective maturity dates for one 12 month term
each from the existing maturity dates. We presently anticipate that we will exercise the extension options and wili satisfy the conditions precedent for doing
so with respect to each of these obligations. 1f we are not able to satisfy the conditions precedent to exercising these extension options, our liquidity and
financial condition could be adversely impacted.

Ifthe ownership of our common stock continues to be highly concentrated, it may prevent you and other stockholders from influencing significant
corporate decisions and may result in conflicts of interest.

As of September 30, 2009, funds managed by affiliates of Fortress beneficially own 60,875,826 shares, or approximately 51.3% of our outstanding commen
stock (excluding unvested restricted shares). In addition, two of our directors are associated with Fortress. As a result, funds managed by affiliates of
Fortress are able to control fundamental and significant corporate matters and transactions, including: the election of directors; mergers, consclidations or
acquisitions; the sale of all or substantially all of our assets and other decisions affecting our capital structure; the amendment of our amended and restated
certificate of incorporation and our amended and restated by-laws; and the dissolution of the Company. Fortress’s interests, including its ownership of the
North American operations of Holiday Retirement Corp., one of our competitars, may conflict with your interests, Their control of the Company could delay,
deter or prevent acts that may be favored by our other stockholders such as hostile takeovers, changes in control of the Company and changes in
management, As a result of such actions, the market price of our common stock could decline or stockholders might not receive a premium for their shares in
connection with a change of control of the Company.

The market price of our conmon stock could be negatively affected by sales of substantial amounts of our common stock in the public markets.

At September 30, 2009, 11 8,6 18,457 shares of our common stock were outstanding (excluding unvested restricted shares}. All of the shares of our common
stock are freely transferable, except for any shares held by our “affiliates,” as that term is defined in Rule 144 under the Securities Act of 1933, as amended,
or the Securities Act, or any shares otherwise subject to the limitations of Rule 144.

Pursuant to our Stockholders Agreement, Fortress and certain of its affiliates and permitted thitd-party transferees have the right, in certain circumstances,
to require us to register their shares of our commaon stock unider the Securities Act for sale into the public markets. Upon the effectiveness of sucha
registration statement, all shares covered by the registration statement will be freely transferable. In connection with our obligations under the Stockholders
Agreement, we received a request from Fortress to file a registration statement on Form 8-3 to permit the resale, from time to time, of up to 60,875,826 shares
of common stock owned by certain affiliates of Foriress. The registration statement on Form S-3 was declared effective on May 22, 2009.

In addition, as of Sept 30, 2009, we had registered under the Securities Act an aggregate of 12,100,000 shares for issuance under our Omnibus Stock
Incentive Plan, an aggregate of 1,000,000 shares for issuance under our Associate Stock Purchase Plan and an aggregate of 100,000 shares for issuance
under our Director Stock Purchase Plan. In accordance with the terms of the Omnibus Stock Incentive Plan, the number of shares available for issuance
automatically increases by 400,000 shares on January 1 of each year. Pursuant to the terms of the Associate Stock Purchase Plan, the nuniber of shares
available for purchase under the plan will automatically increase by 200,000 shares on the first day of each calendar year beginning January 1, 2010, Subject
to any restrictions imposed on the shares and options granted under our stock incentive programs, shares registered under these registration statements
will be available for sale into the public markets.
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Our ability to use net operating loss carryovers to reduce future tax payments mday be limited.

Section 382 of the Internal Revenue Code contains rules that limit the ability of a company that undergoes an ownership change, which is generally any
change in ownership of more than 50% of its stock over a three-year period, to utilize its net operating loss carryforwards and certain built-in losses
recognized in years after the ownership change. These rules generally operate by focusing on owaership changes involving stockholders owning directly
or indirectly 5% or more of the stock of a company and any change in ownership arising from a new issuance of stock by the company. The determination of
whether an ownership change occurs is complex and not within the control of the company, Consequently, no assurance can be provided as to whether an
ownership change has occurred or wil occur in the future, Generally, if an ownership change occurs, the yearly limitation is equal to the product of the
applicable long term tax exempt rate and the value of the Company’s stock immediately before the ownership change.

Item 5. Other Information

Qur Board of Directors has unanimously approved an amendment to our Amended and Restated Certificate of Incorporation to effectuate an increase in the
authorized number of directors from not more than eight members to not more than nine members, so that we may offer W.E. Sheriff, our Chief Executive
Officer, the opportunity to join our Board. On November 4, 2009, certain stockholders (including funds managed by affiliates of Fortress Investment Group
LLC) who are party to the Stockbolders Agreement dated November 28, 2005, as amended, executed a written consent approving the foregoing amendment,
This consent constitutes the consent of & majority of the total number of shares of our outstanding commeon stock entitled to vote in the election of
directors and is sufficient to approve the amendment to our Certificate of Incorporation.

The amendment to our Certificate of Incorporation will become effective approximately 20 days after we send notice of the action taken by written consent
to our stockholders. Promptly following the effective date of the amendment, our Board intends to approve a corresponding amendment to our Amended
and Restated Bylaws increasing the maximum size of our Board. The Board then intends to formally increase the allowed number of directors to nine and
appoint Mr. Sheriff as a Class [ director, to serve until the annual meeting of stockholders to be held in 201 [ and until his successor is duly elected and
qualified. Mr. Sheriff’s appointment to our Board has been unanimously recommended by our Nominating 2nd Corporate Governance Commitiee.

In connection with the amendment to our Certificate of Incorporation discussed above, on November 4, 2009, we and the Fortress stockholders entered into
Amendment Number Two to our Stockholders Agreement, dated as of November 28, 2005. Among other things, the amendment amended our Stockhelders
Agreement to provide that our Board will consist of not more than nine directors and that FIG LLC, an affiliate of Fortress Investment Group LLC, will be
able to designate four directors, or if the Board is composed of eight or nine directors, five directors, for so long as the Fortress stockholders and their
permitied transferees beneficially own more than 35% of the voting power of our common stock (as compared to the 50% ownership threshold in place prior
to the amendment). The foregoing summary of certain provisions of the amendment to our Stockholders Agreement does not purport to be complete and is
qualified in its entirety by reference to the full text of the amendment filed as Exhibit 4.4 hereto, which is incorporated herein by reference.

Item 6. Exhibits

See Exhibit Index immediately foliowing the signature page hereto, which Exhibit Index is incorporated by reference as if fully set forth herein.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

BROOKDALE SENIOR LIVING INC.
(Registrant)

By: /sf Mark W. Qhlendorf
Name: Mark W. Chlendorf
Title: Co-President and Chief Financial Officer
(Principal Financial and Accounting Officer)
Date: November 4, 2009
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Exhibit No.
3.1

3.2

4.1

42

43

44

10.1

311

31.2
32

EXHIBIT INDEX

Description

Amended and Restated Certificate of Incorporation of the Company (incorporated by reference to Exhibit 3.1 to the Company's
Quarterly Report on Form 10-Q filed on August 14, 2006).

Amended and Restated Bylaws of the Company (incorporated by reference to Exhibit 3.1 to the Company’s Current Report on Form 8-
K filed on December 20, 2007).

Form of Certificate for common stock (incorporated by reference to Exhibit 4.1 to the Company’s Registration Statement on Form S-1
{Amendment No. 3) (No. 333-127372) filed on November 7, 2005).

Stockholders Agreement, dated as of November 28, 2005, by and among Brookdale Senior Living Inc., FIT-ALT Investor LLC,
Fortress Brookdale Acquisition LLC, Fortress Investment Trust IT and Health Partners (incorporated by reference to Exhibit 4.2 to the
Company’s Annual Report an Form 10-K filed on March 31, 2006).

Amendment No. | to Stockholders Agreement, dated as of July 26, 2006, by and among Brookdale Senior Living Inc., FIT-ALT
Investor LLC, Fortress Registered Investment Trust, Fortress Brookdale Investment Fund LLC, FRIT Holdings LLC, and FIT Holdings
LLC (incorporated by reference to Exhibit 4.3 to the Company's Quarterly Report on Form 10-Q filed on August 14, 2006).

Amendment Number Two to Stockholders Agreement, dated as of November 4, 2009,

First Amendment to Brookdale Senior Living Inc. Omnibus Stock Incentive Plan, as amended and restated, effective as of October 30,
2009.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.
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AMENDMENT NUMBER TWO TO
STOCKHOLDERS AGREEMENT

AMENDMENT NUMBER TWQ (this “Amendment”) TO STOCKHOLDERS AGREEMENT, dated as of November 4, 2009, by and among
Brookdale Senior Living Inc., a Delaware corporation (the “Company™), and those Stockholders listed on the signature pages hereto (collectively, the
“Stockholders™).

WITNESSETH

WHEREAS, the Company and the Stockholders are each & party to the Stockholders Agreement, dated as of November 28, 2005, by and
among the Company znd the Stockholders (or their predecessors), as amended by that certain Amendment Number One, dated as of July 25, 2006 (as
amended, the “Agreement”; capitalized terms used but not otherwise defined herein shall have the meanings ascribed to such terms in the Agreement); and

WHEREAS, the Company and the Stockholders have determined to amend the Agreement in accordance with Section 6.8 of the
Agreement as set forth herein.

NOW, THEREFORE, in consideration of the promises and mutual covenants hereinafter set forth, and other good and valuable
consideration, the receipt, adequacy and sufficiency of which are hereby acknowledged, the parties hereto hereby amend the Agreement, without any
further action of the Stockholders required, and otherwise agree as follows:

1. Section 3.1 of the Agreement is hereby amended and restated in its entirety to read as follows:

“{a) For so long as this Agreement is in effect, the Company and each of the Stockholders shall take all reasonable actions within their respective
control (including voting or causing to be voted all of the Company Securities held of record or beneficially owned by such Stockholder) and take all other
reasonably necessary action so as to elect to the board of directors of the Company (the “Board”), and to continne in office not more than nine (9) directors
which shall include those directors designated by FIG LLC pursuant to Section 3.1(b). The Stockholders shall cause the Company to take all necessary or
desirable action within its control to give effect to the provisions of this Section 3.1. The Company shall use its reasonable efforts so that a sufficient
number of “independent directors™ {as such term is defined in the applicable NYSE listing standards from time to time) are members of the Board in order for
the Company to comply with the applicable listing standards of the N'YSE without reliance on the “controlled company” exception contemplated thereby.

(b) So long as the Fortress Stockholders and their Permitted Transferees have Beneficial Qwnership of:

{0} more than 35% of the Voting Power of the Company, FIG LLC shall be entitled to designate four directors to the Board or, if the Board
shall be comprised of eight or nine members, then FIG LLC shali be entitled to designate five directors to the Board,
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(ii) less than 35% but more than 25% of the Voting Power of the Company, FIG LLC shall be entitled to designate three directors to the
Board,

(iii) fess than 25% but more than 10% of the Voting Power of the Company, FIG LLC shall be entitled to designate two directors to the
Board, and

(iv) less than 10% but more than 5% of the Voting Power of the Company, FIG LLC shall be entitled to designate one director to the Board.

Each of the Stockholders shall vote or cause to be voted al! of the Company Securities held of record or beneficially owned by such Stockholder and take all
othet reasonably necessary action $o as to effect the purpose of this Section 3.1(b). The Company agrees to include in the slate of nominees recommended
by the Board those persons designated by FIG LLC in accordance with the provisions of this Section 3.1(b) and to use its reasonable best efforts to cause
the election of each such designee to the Board, including nominating such designees to be elected as directors, in each case subject to applicable law.

(c) fReserved]

{d) If FIG LLC notifies the other Stockholders of its desire to remove, with or without cause, any director previously designated by it, each
Stockholder shall vote or cause to be voted all of the shares of Company Securitics held or record or beneficially owned by such Stockholder and take all
other necessary actions to cause the temoval of any director designated by FIG LLC, pursuant to this Section 3.1(d).

(&) In the event that any designee of FIG LLC shall for any reason cease to serve as a member of the Board during his term of office, the resulting
vacancy on the Board will be filled by an individual designated by FIG LLC, and each of the Stockholders shall vote or cause to be voted all of the Company
Securities held of record or beneficially by such Stockholder and take all other reasonably necessary action so as to effect the purpose of this Section 3.1(e}).

(f) In the event that at any time the number of directors entitled to be designated by FIG LLC pursuant to Section 3.1(b) decreases, FIG LLC shall
take reasonable actions to cause a sufficient number of designated directors to resign from the Board at or prior to the end of such designated director’s
term such that the number of designated directors after such resignation(s) equals the number of directors FIG LLC would have been entitled to designate
pursuant to Section 3.1(b). Any vacancies created by such resignation may remain vacant until the next annual meeting of stockholders or filled by a
majority vote of the Board. Notwithstanding the foregoing, such designees need not resign from the Board at or prior to the end of their designated term if
the Nominating and Corporate Govemnance Committee recommends the nomination of such designee(s) for election at the next meeting,

(2) In the event that a vacancy is created at any time by the death, disability, retirement, resignation or removal of any director who FIG LLC is
eligible to designate in accordance with Section 3,1(b), the Company agrees to take at any time and from time to time all actions
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necessary to cause the vacancy created thereby to be filled as soon as practicable by a new designee by FIG LLC. In the event that a vacancy is created at
any time by the death, disability, retirement, resignation or removal of any director who is not designated by FIG LLC in accordance with Section 3.1(b),
such vacancy created thereby may be filled by a majority vote of the Board. Without limiting the provisions of Section 3.1(a), in the event that the size of
the Board is expanded to more than nine directors, the Company agrees to take at any time and from time to time all actions necessary to cause the Board to
continue to have the number of designees of FIG LLC that corresponds to the requirements of Section 3.1(b).”

2. Each reference in the Agreement to FIG Advisors or FIG Advisors, LLC is hereby amended to refer to FIG LLC.

3. Each of the Stockholders hereby reaffirms and ratifies the Agreement as modified hereby and acknowledges that the provisions (or
portions thereof) of the Agreement which have not been modified or amended by this Amendment shall remain in full force and effect.

4. This Amendment and obligations of the Stockholders hereunder shall be interpreted, construed and enforced in accordance with the
laws of the State of Delaware.

5. Ifany provision of this Amendment or the application thereof to any person or circumstances shall be invalid or unenforceable to any
extent, the remainder of this Amendment and the application of such provisions to other persons or circumstances shall not be affected thereby and shall be
enforced to the greatest extent permitied by law,

6. This Amendment shall inure to the benefit of and be binding upon the Stockholders and their respective heirs, executors,
administrators, legatees, estates, legal representatives, successors and permitted assigns.

7. This Amendment may be executed in several counterparts and each counterpart so executed shall be deemed an original of this
Amendment, binding upon the party who executed the same.

[The remainder of this page is intentionally left blank.]
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IN WITNESS WHEREOF, the undersigned have executed this Amendment as of the date first written above.

BROOKDALE SENIOR LIVING INC.

By: /s/ T. Andrew Smith

Name: T. Andrew Smith
Title: Executive Vice President

STOCKHOLDERS:

FABP (GAGACQ) LP
By its General Partner Fortress Fund
MMIILLC

By: fs/

Name:
Title:

FBIF HOLDINGS LLC

By: s/

Name:
Title:

FORT GB HOLDINGS LLC

By: /st

Name:
Title:

MU



FORTRESS INVESTMENT FUND LV (FUND A)
L.P.

FORTRESS INVESTMENT FUND 1V (FUND B)
L.P.

FORTRESS INVESTMENT FUND IV (FUND C)
L.P.

FORTRESS INVESTMENT FUND 1V (FUND D)
L.P.

FORTRESS INVESTMENT FUND IV (FUND E)
L.P,

FORTRESS INVESTMENT FUND IV (FUND F)
L.P.

FORTRESS INVESTMENT FUND IV (FUND
G) L.P.

FORTRESS INVESTMENT FUND IV
(COINVESTMENT FUND A) L.P.

FORTRESS INVESTMENT FUND IV
{COINVESTMENT FUND B) L.P.

FORTRESS INVESTMENT FUND IV
(COINVESTMENT FUND C} L.P.

FORTRESS INVESTMENT FUND IV
(COINVESTMENT FUND D) L.P.

FORTRESS INVESTMENT FUND 1V
(COINVESTMENT FUND F) L.P,

FORTRESS INVESTMENT FUND 1V
(COINVESTMENT FUND G) L.P.
By its General Partner Fortress Fund IV GP

L.P.
By its General Partner Fortress Fund IV GP

Holdings Ltd.

By: Is!

Name:
Title:

FORTRESS RIC COINVESTMENT FUND LP
By its General Partner RIC Coinvestment
Fund GP LLC

By:  Jsf

Name:
Title:




FRIT HOLDINGS LLC

By: Is/

Name:

Title:
PRIN HOLDING LLC
By: Is/

Name:

Title:
PRIN 3N HOLDING LLC
By: s/

Name:

Title:
PRIN 2 HOLDING LLC
By: s/

Name:

Title:

Drawbridge Special Opportunities Fund Ltd.

By:  fs/

Name:
Title:

Drawhridge Special Opportunities Fund LP

By: /s/

Name:
Title:
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FIRST AMENDMENT TO
BROOKDALE SENIOR LIVING INC.
OMNIBUS STOCK INCENTIVE PLAN,
AS AMENDED AND RESTATED

The Brookdale Senior Living Inc. Omnibus Stock Incentive Plan, as amended and restated effective June 23, 2009, is hereby amended, effective
Cctober 30, 2009, as follows:

L.

A new Section 3(e) is hereby added to the Plan to read as follows:

“Notwithstanding anything in this Plan to the contrary, all Awards to Non-Employee Directors shall be administered by the Compensation
Committee of the Board.”

A new Section 16(f) is hereby added to the Plan to read as follows:

“Notwithstanding anything in this Plan to the contrary, each time-based Restricted Share Award (or similar time-based full-value Award)
granted hereunder must have a stated vesting or restriction period of not less than three years from the date of grant. The terms of any
such Award may provide that the Award shall vest, and the restrictions shall lapse, in installments during the vesting or restriction
period; provided, however, that any such Award granted with a three year vesting or restriction period may provide for no more favorable
ratable vesting than one-third per year. Notwithstanding anything in this Plan to the contrary, each performance-based Restricted Share
Award (or similar performance-based full-value equity Award) granted hereunder must have a stated vesting or restriction period of not
less than one year from the date of grant. Notwithstanding anything in this Section 16(f) to the contrary, any Awards granted hereunder
may be subject to accelerated vesting as contemplated by the terms of this Plan, as set forth in the applicable Award Document or as
otherwise approved by the Administrator. Any restricted stock units that Non-Employee Directors elect to receive in lieu of cash
compensation shall not be subject to the foregoing restrictions.”
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2042

[, W.E. Sheriff, certify that:

L. I have reviewed this Quarterly Report on Form 10-Q of Brookdale Senior Living Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of 2 material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(¢) and 15d-15(e)) and intemal contro! over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(2) All significant deficiencies and material weaknesses in the design ot operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

{b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting,

Date: November 4, 2009 Jjaf W_E. Sheriff

W.E. Sheriff
Chief Executive Officer
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EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

1, Mark W. Ohlendorf, certify that:

2

[ have reviewed this Quarterly Report on Form 10-Q of Brookdale Senior Living Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internat control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f}) for
the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularty during the period in which this report is being prepared;

(b) Designed such intemal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

{c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internat control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(@) All significant deficiencies and material weaknesses in the design or operation of intemal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether ar not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Date: November 4, 2009 /s/ Mark W, Ohlendorf

Mark W. Ohlendorf
Chief Financial Officer
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EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL
OFFICER PURSUANT TO 18 U.5.C. SECTION 1350, AS ADOPTED
PURSUANT TOQ SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Brookdale Senior Living Inc. (the “Company™) for the period ended September 30, 2009, as filed
with the Securities and Exchange Commission on the date hereof (the “Report™), W.E. Sheriff, as Chief Executive Officer of the Company, and Mark W.
Ohlendorf, as Chief Financial Officer of the Company, each hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-
Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

/s!/ W.E. Sherff

Name: W.E. Sheriff

Title: Chief Executive Officer
Date: November 4, 2009

fs/ Mark W. Ohlendorf

Name: Mark W. Chlendorf
Title: Chief Financial Officer
Date: November 4, 2009
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DIVIDER IV- 3. Provide Service — Specific
Revenues and Expenses projected.
Form MO 580-1865



Certificate of Need Program

SERVICE-SPECIFIC REVENUES AND EXPENSES

Historical Financial Data for Latest Three Years plus
Projections Through Three Years Beyond Project Completion

{Use an individual form for ench affected service with a Year

ufficient numbe: I this fi i iod,

i e omre e eppropeate by T 2010 2011 2012

Amount of Utilization:* 13323 | 14,600 | | 14,600 |

Revenue:

Average Charge** $134 5137 $142

Gross Revenue $1,785.415 $2,001,660 $2,071,740

Revenue Deductions 836,400 559,729 212975
Operating Revenue 949 015 1,441,931 1,858,965
Other Revenue 29.729 35,212 39,249

TOTAL REVENUE $978,744 $1,477,143 $1.898,214

Expenses:

Direct Expense
Salaries 513,569 538,514 557,362
Fees 0 0 0
Supplies 151,218 165,224 171,007
Other 202,615 202,160 209,236

TOTAL DIRECT $867,402 $905,898 $937,605

Indirect Expense

Depreciation 147,089 147.089 147,089
Interest*** (6) 0 0
Overhead**** 48,93 73,858 94,911
TOTAL INDIRECT $196,025 $220,947 $242.000
TOTAL EXPENSE $1,063,427 $1,126,845 $1,179,605
-$84,683 718,609

NET INCOME (LOSS): ’ $350,298 3718,

* Utilization will be measured in “patient days” for licensed beds, “procedures”™ for equipment,
or other appropriate units of measure specific to the service affected.

*+ Indicate how the average charge/procedure was calculated.

**+ Only on long term debt, not construction.

#+#¢ Indicate how overhead was calculated.

MO 58]—1565(06.’06)

_151-



DIVIDER IV- 4. Document how patient charges
were derived.



IV-4:

The proposed rates for our new assisted living units fit within the range of rates of comparable
properties. It is developed based on current assisted living pricing of comparable communities in
the Greater St. Louis market. To further examine its affordability by current residents of
Hallmark Creve Coeur, we have also compared it to the total fees paid by our residents currently
using supportive services provided by third party providers. The proposed assisted living
pricing is either at or lower than the total of independent living rental fees plus the $1,695
monthly supportive service fees paid to the third party provider.
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DIVIDER IV- 5. Document responsiveness to the
needs of the medically indigent.



Divider IV 5

The primary purpose of the proposed project is to cnable existing residents of the independent
living units, who are all private pay, to transition to ALF and not be forced to leave the Hallmark
community. Medicaid does not reimburse either independent living or assisted living so our
residents have to have the ability to pay for their residency. Hallmark has a long history of
working with its residents to enable them to remain in the facility or, if necessary, transition to
another facility. An important part of this project is to enable our residents with long term care
insurance to access those funds which are usually restricted to licensed long term care facilities.
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pj, LASHLY &BAER,P.C.

~

ATTORNEYS AT LAW

RICHARD D, WATTERS
Licensed in Missour and liknots
DIRECT: 3144368350
rdwatters@.lashlybacr.com

MISSOURI
714 Locuse Street

St. Louis, MQ 63101-1699
TEL: 314 621.2939

ILLINOIS

20 East Main Street
Belleville, IL 62220-1602
TsL: 618 233.5587

rax: 314 621.6844
wiww. lashlybaes.com

January 19, 2010

Ms. Donna Schuessler
CN Program

P.O. Box 570

Jefferson City, MO 65102

Re: Hallmark of Creve Coeur; project #4463 RS

Dear Donna:
This is to respond to your request for additional information on the above project.

e The application stated that the initial fill-up of the proposed assisted living facility
(ALF) includes 36 residents from the existing independent living (IL) building. Please
explain how these residents can currently live in the IL building if they require ALF
services.

Each such resident is currently receiving supportive services, such as medication reminders,
standby services, escorts, companionship and assistance with bathing/dressing from independent,
third party providers such as home health agencies or private duty nurses. The residents and/or
their families must contract on their own and independent of Hallmark with such service
providers. Recently, the state determined that other former residents receiving similar services
required care in a licensed facility and ordered their removal from Hallmark of Creve Coeur.
The applicant believes that many of the remaining residents receiving assistance would be better
served in an ALF setting. Many of its residents support this belief and have urged the applicant
to seek ALF licensure.

o Explain how the renovation cost can only be $8.31 per square foot when the RS Means
Cost Data indicates $116.69 per square foot for renovation for the St. Louis area.

As shown on the Proposed Project Budget, while the existing facility and land have a value of
$4,448,502, the applicant will only need to spend $432,945 to renovate 52,130 square feet of
renovated space to meet licensure standards, which comes to $8.31 in renovation costs per square
foot. Because the existing building is in such good shape and requires only minor renovation to
meet licensure requirements, the renovation costs are substantially below the RS Means.
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January 19, 2010
Page 2

If you have any additional questions, please do not hesitate to send them to me.

Very truly yours,

[

[ '_ -

o

Richard D. Watters

RDW/dk





